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TRAINING 
YOU CAN 





WITH 


@ When you are asked to recommend an 
accounting course, the educational back- 
ground of the International Accountants 
‘Society, Inc., will give you complete confi- 
dence. The five men composing our Execu- 
tive Educational Committee are respon- 
sible for IAS educational policies and activ- 
ities. The sixteen Certified Public Account- 
ants composing the IAS Faculty prepare 
text material, give consultation service, or 
grade examination papers. Some give full 


le 


time, others part time, to [AS work. Our 
Advisory Board consists of forty outstand- 
ing Certified Public Accountants, business 
executives, attorneys, and educators, who 
counsel with the [AS Management, on 
request, about technical accounting, edu- 
cational, and business matters. 

The uniformly high caliber of these men 
is eloquent testimony to the quality of 
IAS training. 








EXECUTIVE EDUCATIONAL COMMITTEE 


GEORGE P. ELLIS 
CP.A. 


THOMAS W. LELAND 
B.A., M.A., C.P.A. 


DEXTER S. KIMBALL 
M.E., LL.D., D.Sc. 


L8E GALLOWAY 
B.Sc., Ph. D. 


B.Sc., C.P.A. 


Stanley E. Bea PLA 
Robert Dick 4 die C.P.A. 
Roy E Duvall, B.SS., 


George P. Ellis, C.P.A. 


Practicing Certified Public Accountant; Member of Faculty, International Accountants 
Society, Inc.; Former President, Ulinois Chamber of Commerce; Former President, American 
Society of Certified Public Accountants; Former President, Executives Club of Chicago. 


Head, Department of Business Administration, Texas A. & M. College; Past 
yh ten va Fay Accounting Association; Former Educational Director, 

I Ace F Past President, Texas Society of C.P.A.'s; 
lise of “Contemporary Accounting.” 


Chairman, Board of Directors, International Accountants Society, Inc.; Dean Emeritus, 
ical Engineers; author of “Cost Finding,” 


Vice-Chairman, Board of Directors, International Accountants Society, Inc.; Former Chair- 
man, Board of Directors, The Ronald Press Company; Former Director, Department of 
Management, New York University; author of “Office Management” and other textbook:. 


Educational Director, I International .4 tant, Society, Inc.; author of * “Accounting Con- 


cepts of Profit,” " Analyzing Financial Statements,” "Principles of Accounting,” “What 
the Figures Mean,” and numerous tec nical articles on accounting and allied subjects. 


FACULTY 








William A. Parrish, 8.S., 
A. 

L § E. Taylor, C.P.A. 

. ae , c 
Westphain, Y p. A. 

“e: PA. Cor R. White, C.P. 


C.W. Emshoff, $.8.,C.P.A. James W. Love, C.P.A. 
Stephen ¢ Gilman, B.Sc., Paul Moore, 8.5., M.S., 
A 


c. E. “Hoga, 7% Frank H. Murray, C.P 
Kenneth E. Oak 





Additional information about this training will be sent to you in booklet form, on request. 


INTERNATIONAL ACCOUNTANTS SOCIETY, 
A Correspondence School Since 1903 


INC. 


209 WEST JACKSON BOULEVARD 


CHICAGO 6, 


ILLINOIS 





the Sensational New 
Burroughs Sensimatic 


ACCOUNTING MACHINE 


Four machines in one- 


thats Sensimatic magic { “ 


This is the Sensimatic’s “me- 
chanical brain"—the control 
panel that directs it through 
any four separate accounting 
operations, in any combina- 
tion. The operator twists a 
knob —the Sensimatic is ready 
for the job! Any number of 
control panels can be used on 
a single Sensimatic. 
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Different im design “New from the ground up” 


is not just a phrase about 
the Sensimatic—it’s a fact! Here is the first 
accounting machine conceived as an accounting 
machine .. . designed as an accounting machine 
... built as an accounting machine that would do 
everything —and do it at its automatic best! 


Different in versati ‘}, Lhe amazing Sensi- 

matic is as flexible as 
your needs—it becomes any machine you want 
at the turn of a knob! No other business machine 
is so universally useful as the Sensimatic— 
because no other machine can do so many 
things so well. 


. sap, You'd think a machine as 
Different “*: pure incomparably different as 
the Sensimatic would run to a pretty fancy figure 
—but the opposite is true. Actually, the Sensi- 
matic costs hundreds of dollars less than any 
machine that even begins to approximate its 
usefulness! Ask your Burroughs office for a 
demonstration today. Burroughs Adding 
Machine Co., Detroit 32, Michigan. 


WHEREVER THERE’S BUSINESS THERE’S Bu rroughs 
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~ THE WAVY LINES @ ARE - 


~ A LAMONTE TRADE-MARK ~ 


a 


YOUR ADVANTAGE 


With competition so keen in 
the banking field good plan- 
ning calls for bringing into 
play every factor calculated 
to help in building good will. 

Many bankers are finding the 

adoption of fine quality check 

paper works for them in two 
ways: It is appreciated by 
present customers and exerts 
a favorable influence on pro- 
spective customers. The enor- 
mous circulation of checks on 
La Monte Safety Papers sug- 
gests that a very substantial 
majority of the country’s 
bankers understand this fact. 


GEORGE LA MONTE & SON 


NUTLEY + NEW JERSEY 
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THE TENTH ANNUAL CONFERENCE 
OF THE 
INSTITUTE OF INTERNAL AUDITORS 


NEW YORK CITY—OCTOBER 14, 15 and 16, 1951 
ROOSEVELT HOTEL 


Conference Theme—MANAGEMENT ACCEPTANCE 


Full effectiveness of internal auditing, no matter how expertly con- 
ducted, depends significantly on the winning of Management under- 
standing and support. 


By careful selection of well qualified speakers and discussion lead- 
ers who are authorities in their field, the Committee has given full effect 
to providing a constructive program the benefits of which you are 
cordially invited to take advantage. Here is an unusual opportunity, not 
only to learn of the methods and current plans used by others in increas- 
ing their effectiveness in the internal auditing field, but also to freely 
discuss your problems and ideas with fellow members having a similar 
interest. There is no better time or place to realize the full benefits of 


your membership. 


The tentative program, based on the Conference Committee’s 
efforts to date, is outlined below: 


PROGRAM 
Sunday, October 14, 1951 
2:00 P.M.—Institute Chapter Activities Meeting 
3:30 P.M.—Address of Welcome: Victor Z. Brink, President 
Annual Business Meeting 
Election of Officers 


Remarks by President-elect 


:00 P.M.—Reception 


Or 











Monday, October 15, 1951 


9:00 A.M.—Technical Session 


C. R. Jolly, Manager of the Audit Department, 
Lever Bros., Ltd. 





Subject: “Some Aspects of Managerial Auditing” 

Question Box:— 
This is a new feature to be introduced at this Con- 
ference for the purpose of further serving the needs 
of the membership. 
Perhaps you have an important professional question 
that warrants discussion and an expression of opin- 
ions. Such significant questions should be submitted 
to the Chairman of the Program Committee. While 
all questions cannot be programmed, those having a 
general appeal will be scheduled for discussion by a 
panel of experts. 

J. N. Toney, Director of Public Relations, 
R.C.A. Victor Corporation 

Subject: “The Triple ‘S’ Program” 
Save Materials, Save Your Country, Save Your Jobs 

12:30 P.M.—Luncheon—Hobart C. Ramsey, President of Worthington 
Pump & Machinery Corp. will speak on the subject: 
“Management’s Problems Today.” 
2:30 P.M.—Technical Session 


Two concurrent sessions will be conducted with three 
papers presented at each meeting. 
SESSION A 
Chairman, H. F. Willer, Internal Auditor, Schlitz Brew- 
ing Company 
H. C. Moore, General Auditor, H. J. Heinz 
Company 
Subject: “Audit of the Personnel Function” 
F. E. Walker, General Auditor, Gerber Products 
Company 
Subject: “Audit of Insurance” 
E. D. Flaherty, Assistant Auditor, The American 
Tobacco Co. 
Subject: “Internal Auditing—An Unusual 
Approach” 





SESSION B 
Chairman, E. R. Digby, Supervisor of Plant Accounting 
Methods, Bell Telephone Company of Canada 
K. N. Cervin, General Auditor, Minneapolis-Moline 
Power Implement Company 
Subject: “Audit of Methods & Procedures” 
P. E. Tierney, Auditor, John Hancock Insurance 
Company 
Subject: “Internal Auditing Problems of 
Financial Organizations” 
7:00 P.M.—Banquet 


Tuesday, October 16, 1951 
9:00 A.M.—Industry Meetings 


Concurrently, eleven industry groups will convene under 
the leadership of moderators for general discussion of 
problems and developments significant to the respective 
group. In addition, a Foreign Branches and Services group 
will discuss problems relating to foreign operations re- 
gardless of industry classification 


Industry Moderator 

Automobile—Aircraft J. V. Mencorti 

Oval Tool & Die Corporation 
Banking—Trust Companies J. W. MuLuiik1n 

The Philadelphia National Bank 
Chain—Department Stores -W. T. Jounson 

Colonial Stores, Inc. 
Chemicals—Pharmaceuticals J. T. Cooper 

The Davison Chemical Corporation 
Foods—Beverages B. J. Weser 

The Kroger Company 
Foreign Operations W. V. Carver 

(All Industries ) Socony- Vacuum Oil Company 


Heavy Machinery & Equipment—H. D. Woopcock 
The Girdler Corporation 
Insurance R. B. Tare 
The Life Insurance Company of 
Virginia 
Light Machinery & Equipment’ -H. A. WoosLey 
P. R. Mallory & Company, Inc. 








Industry Moderator 
Mining—Metals —W. E. Donna 
The Cleveland-Cliffs Iron Company 


Petroleum —O. L. LupEr 
Humble Oil & Refining Company 
Public Utilities —A. I. Russak 


Cincinnati Gas & Electric Company 
12:30 P.M.—Luncheon—A well known speaker will address the Con- 
ference on a subject of general interest. 
2:30 P.M.—Technical Session 
Chairman, Earle H. Cunningham, General Auditor, 
General Motors Corporation 
W. A. Walker, Vice President, U.S. Steel Corporation 
Subject: “How the Internal Auditor May Better 
Serve Management” 
H. A. Scott, Partner, Haskins & Sells 
Subject: “The Public Accountant Reports on the 
Growth and Value of Internal Auditing” 
W. H. Garbade, President, Deep Rock Oil Company 
Subject: “How Management Can Serve Auditing” 


President’s Closing Remarks 


REGISTRATION AND HOTEL ARRANGEMENTS 


Registration for the entire Conference, including reception, two 
luncheons and banquet, will be covered in the single $35 fee. Full regis- 
tration and hotel information will be distributed by mail. 


EXHIBITS 


To satisfy your interest in efficiency and economy, informative and 
interesting exhibits of office machines and equipment will be presented 
by a number of widely known concerns including: Cummins Business 
Machines Corp., Facit, Inc., Friden Calculating Machine Company, J. C. 
Hall Company, National Cash Register Company, Odhner Sales Inc., 
R. S. Robie, Inc. and Remington-Rand, Inc. 


GENERAL 


Our hosts, the New York Chapter, have made preparations for record 
attendance at what promises to be an exceptionally rewarding Con- 
ference. Everything possible is being done to provide a program of real 


merit and service with a full share of good fellowship and enjoyment 
for those attending. 


THE CONFERENCE COMMITTEE 


General Chairman — ALLEN Howarp 
Shell Oil Company 


Co-Chairman — Pererer A. SCHLENKER 
Transfilm Incorporated 


Banquet — Frep F. Scuantz 
Ward Leonard Electric Company 


Budget and Finance — Wiitt1am HAHN 
New Jersey Bell Telephone Co. 


Conference Papers — Joun B. Scumip 
Long Island Lighting Company 


Exhibits —Ricuarp L. Brower 
The Bowery Savings Bank 
Hospitality — Siwney W. PeLouBer 
Pogson, Peloubet & Company 


Hotel Arrangements — Witi1am V. Carver 
Socony-Vacuum Oil Company 


Hotel Reservations — Neat C. KENNEDY 
Anaconda Copper Mining Co. 


Industries Meetings — Pau. W. Prinpie 
Cities Service Company 


Printing —J. Ernest Laurie 
Management Counselor 


Program — Frank B. NicHoison 
Metropolitan Sand & Gravel Co. 
Promotion — THeopvore G. Zen 


American Surety Group 


Publicity — Perer J. Buzanca 
Consolidated Edison Co. of New York 


Reception — Wiiuiam L. ScHOONMAKER 
Public Service Electric & Gas Co. 


Registration — Harry C. Davies 
Columbia Engineering Corporation 


Special Events — Wituram J. A. Wart 
General Baking Company 





WO \ oO < 


"Think of it, Bill, that National actually 


And what the NATIONAL does 
automatically, the operator cannot 
do wrong! 

This new National ‘31°’ has time- 
and-money-saving features never be- 
fore combined in one accounting 
machine. It handles a// types of 
accounting, including payroll. It can 
be changed from one job to another, 
in seconds, by switching posting 
control bars.... Each bar can control 
more than 70 functions automatically. 

This National also has an electric 
typewriter, for quickly typing de- 
scription on every accounting job 
that requires it. And it produces 
several records simultaneously as 


THE NATIONAL CASH REGISTER COMPANY 


shown above—each uniformly clear. 

This is truly a multiple-duty ac- 
counting machine. It can be kept in 
profitable operation every hour of 
the day, thereby giving a maximum 
return on the investment. 

The weekly cost of this new Na- 
tional is only a fraction of the weekly 
cost of the operator—yet it more 
than doubles her production. That is 
why so many Nationals return their 
entire cost the first year. 

There's a National to fit your 
business whether it is small or large. 
Let our local representative, a trained 
systems analyst, show how it will 
cut your accounting costs. 


Get this FREE 
20-page booklet 
from our local 
representative, 
or write to the 
Company at 
Dayton 9, Ohio 
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$2..112,000-00 $1,5 


Here it is! IBM Electric Decimal Tabu- 
lation! Statistical typing is now as simple 
and fast as straight typing. Columns of 
figures from hundreds of millions down 
to cents can be typed more quickly and 
easily than ever. 

All the typist does is read the figure, 
touch a tab key, and list the amount. 
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Ee] edtiie Typewriters 


INTERNATIONAL BUSINESS MACHINES 


1948 

75,000 .00 
95,000 .09 
2,500.00 


$ 172,500.00 
$ 500,000.00 


$ 672,590.00 





0 


» OO $ 250,000.00 
,000. 


500,000.00 ° 
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BOO ,000. 

08,000. 151,750 .00 
1,258,000. $ 901,750.00 





$2, 112,000.00 $1,57%,250.00 





Thousands of extra motions are saved 
every day. The result is less expendi- 
ture of energy, less expenditure of 
money and time. 


Hundreds of these machines are now 
in use across the country. Increasing 
deliveries are being made as rapidly as 
quality production permits. 


IBM, Dept. AU-1 
590 Madison Avenue, 
New York 22, N. Y. 


Please send me your booklet on Electric 
Decimal Tabulation. 


Name. 





Company. 





Address. 





City. State. 
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THE PRESIDENT’S PAGE 
OUR TENTH ANNIVERSARY CONFERENCE 


HIS year we celebrate our tenth anniversary. It was on September 
23, 1941 that we held our first organization meeting in New York; 

and it was on November 17, 1941 that we filed our Certificate of Incor- 
poration at Albany, New York. As a part of this anniversary celebra- 
tion we return on October 14, 15, and 16 to New York, the site of our 


first chapter, to hold our tenth anniversary national conference. It is 





fitting that this should be so as a means of better commemorating the 
growth and development of our fine organization which now includes 


thirty-nine chapters and approximately twenty-three hundred members. 


The New York Chapter, I know, is not unaware of the great import- 
ance of this birthday and of the need for developing a technical and 
activities program which will measure up to the significance of the occa- 
sion. Plans are already well formulated for every feature of this confer- 
ence and with a fine working organization under the direction of Allen 
Howard and Peter Schlenker watching every detail, there is complete 


assurance of an outstanding conference in every respect. 


It is an honor and privilege to be able, as President for this tenth 
anniversary year, to urge each member of our INstiTuTE and all others 
interested in the problems of internal auditing to come to New York in 
October to join in this great conference. It will be a rich professional 
experience to participate in what I am certain will be the finest confer- 
ence we will have ever held, and to share in this important milestone 
in the life of our INstrruTe or INTERNAL AupITORs. 


—Vicror Z Brink. 
11 











THE PROFESSION OF INTERNAL 
AUDITING" 


By ARTHUR H. KENT 
Formerly General Auditor, Standard Oil Company of California. 


Before his retirement at the beginning of this year Mr. Kent spent 
twenty years as chief of the internal auditing staff of Standard Oil Com- 
pany of California. There he led the development of a program which 
sought and obtained “management acceptance’”’. In this article he offers 
a concept of internal auditing as a unique profession offering a unique 
service and requiring unique aptitudes and training. 


A DISTINCT PROFESSION 


OR a great many years there has been in the field of auditing one 

fully recognized professional group—the Certified Public Account- 
ants. The nature of the work performed by this group, the services it 
renders, the technical knowledge necessary, and the rigid requirements 
placed upon its members have completely justified its right to be re- 
garded as a specific profession. 


In recent years another group of auditors has been demanding 
recognition as a profession: THe INstiruTE or INTERNAL AupriTors has 
stated that internal auditing is a “distinct and distinctive profession”. 


I should like to appraise this claim to see what grounds there are 
for it, and what conditions must be fulfilled before internal auditing 
can be recognized as something new and distinct in the auditing world. 


At the outset, I shall state that certain types of internal auditing 
offer no justification for the claim I have mentioned: 
1. If it is merely double-checking, proving figures, etc., it is not 
professional at all, it is simply clerical. 


to 


If the labors of the internal auditors are confined entirely to 
work which would otherwise be done by public accountants, 
using the same techniques and seeking the same objectives, then 
at best they are but alternates for the public accountants. They 
are operating in the almost proprietary territory of the latter, 
and following their tracks step by step. 


*Presented at a meeting of the San Francisco Chapter. 
12 
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How could anyone seriously suggest that they were practicing a pro- 
fession distinct and different from the public accountants? 


To be a “distinct” profession, somewhere in the picture internal 
auditing must have some different areas of operations, some different 
objectives, some different techriques, some different end-results, and 
a different market for its merchandise—in other words, different pro- 
ducts and different customers. If internal auditing meets these condi- 
tions, if it is carried to its fullest possibilities, then it has every right to 
term itself a “distinct and distinctive” profession. 


There is an area of financial audit coverage where the two groups 
walk side by side, where the internal auditor seeks to render every 
assistance possible to the public accountant. But, there is an area of 
audit coverage where the internal auditor walks alone, an area which 
is his sole responsibility and challenge. I am happy to see a trend in 
internal auditing circles; the recognition on the part of many companies 
that it should and must serve as an aid to management in the achieve- 
ment of company objectives. 


Let us explore for a short time these areas of difference. Let us 
attempt to define the nature of this distinctive type of auditing, which 
alone warrants the claims made. Let us examine these differing objec- 
tives and techniques, and note the different group of people to whom 
we are to offer our services—all those features which set up a field 
of practice and a clientele, which do not in any way conflict with the 
field and clientele of the public accountant. 


I have the feeling that too many people regard the terms “Audit- 
ing” and “Internal Auditing” as almost synonymous; that the only 
difference in their minds between “Internal Auditing” and the “Audit- 
ing” which is taught in the colleges and practiced by public account- 
ants, is that “Internal Auditing” is performed by company employees. 
I suggest that the objectives and techniques of internal auditing—car- 
ried through to their ultimate usefulness—are entirely “distinct and 
distinctive” from those of auditing textbooks and of the public account- 
ing profession. Granted that internal auditing uses conventional audit- 
ing techniques part of the journey, it moves on into a field where the 
objectives and techniques are those of a business analyst—and it is in 
this field that internal auditing becomes a “distinct” profession. 


I do not deprecate the verification aspect of internal auditing, but 
I find myself completely out of harmony with the atmosphere which I 
sometimes encounter, which dwells so heavily on it; and which seems 
to regard the searching for information as to over-all company interests 
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as something of an “idealistic novelty”—rather than as the “true 
essence” of our profession. 


So the situation is this: to find the different area in which we are to 
practice our particular specialty we move into operational or manage- 
ment auditing; to find a new clientele with whom we may find a new 
recognition of the value of our services, we reach out to interest top 
operating management in our work. 


Our success in this endeavor will depend upon our ability to pro- 
duce something of real and vital interest to this group. What is there 
that we can bring to them, and how shall we arouse their interest? 


I recognize that some of the statements which I am about to make 
are perhaps more applicable to the larger industrial concerns, and that 
there are individual problems in applying them to certain types of 
business. However, my major purpose is to suggest that the practice of 
internal auditing calls for a particular and a definite attiude of mind 
or subconscious approach—an automatic looking at company affairs 
from the viewpoint of management. If the internal auditor acquires 
this, he will find opportunities of applying it in some way to the peculiar 
operations of his company, irrespective of what they may be. 


In order that you may be assured that these views I am setting 
forth are in harmony with the official pronouncements of Tue Inst1- 
TUTE OF INTERNAL AuonirTors, I should like to refer to certain statements 
made in some of its brochures. In addition to the one which is the key- 
stone of this paper, another states that the objective of Tue Inst1- 
TUTE is to advance the status of internal auditing or to enhance its 
prestige. How do we accomplish this, and who are the people whose 
recognition we seek? 


Another official statement is this: “The overall objective of in- 
ternal auditing is to assist management in achieving the most efficient 
administration of the operations of the organization.” This statement, 
which emphatically connects internal auditing with operating manage- 
ment, I believe indicates the place where we can seek the additional 
prestige. This statement commits us to surveys of operations, appraisals 
of results, and not merely to the checking of the accuracy and propriety 
of records. 





MR. KENT, formerly General Auditor, Standard Oil Company of California, 
now retired, was born and educated in England. He is a speaker and lecturer of note; 
he has lectured at the leading universities in his hume state of California and has 
written extensively for publications of various professional societies. 


Mr. Kent is a member of Tue Instirute or INTERNAL Avuprrors and he is 
presently serving Tue InstrTuTE as a member of the Committee on Internal Auditing 
Principles and Practices. 
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We have already a standing with financial managements. We per- 
form certain auditing which meets with the approval of the public 
accountants. Now we produce another line of merchandise, so to speak, 
and deal with another group of customers. Any capable merchandiser 
knows that he must be able to offer a prospective customer products 
that are either better than someone else can offer, or something that no 
one else can offer. Too, it must be a product for which the customer has 
a real need (Railroad ties are a very necessary requirement for a rail- 
road company, but you would have a difficult time selling them to a 
farmer). 


To tell top operating management that you check the accuracy 
of the records and reports made by the clerks, or even that you vouch 
for the reliability of the company’s financial statements, will never get 
them very enthusiastic. Clerks can recheck their figures and public 
accountants are employed to verify the company’s statements—in other 
words, you are not offering any unique service. Moreover, to the operat- 
ing management you are only talking of clerical and accounting work. 


Operating management is primarily interested in operations— 
efficiency, economy, good relations, waste, loss, profits,—good or bad 
supervision, etc. Those are the things that worry them, concern 
them, keep them awake at night. Certainly it is a worthwhile service 
to determine whether or not the various management reports are accu- 
rate, that they have been compiled by sound methods—and hence are 
reliable. Certainly we can furnish a more thorough assurance along 
these lines than anyone else can. If in addition to these services, how- 
ever, we can demonstrate that our studies will furnish management with 
vital information: information that might not otherwise come to their 
attention; information that directly concerns the efficient conduct of the 
operations for which management is responsible; information that may 
help them to operate the business with more knowledge, THEN we are 
offering a UNIQUE service, and one that should be attractive to them. 


Such information might have to do with: 
(1) Failure on the part of employees to obey company policies. 


(2) Indications that some established policy was not as sound as 
it was thought to be. 


(3) Practices that were producing unfavorable reactions with the 
trade, with employees or with the public in general. 


(4) Opportunities for eliminating unnecessary losses, waste of 
any kind (materials, merchandise, or those resulting from 
unsound operating or merchandising methods). 
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(5) Indications of poor judgment by local managements. 


(6) Organizational arrangements that offer opportunities for im- 
proper or dishonest transactions (in addition to the actual un- 
covering of fraud). 


The order of importance of such matters will vary with the type 
of business. The number one concern of the management of a bank, and 
that of a large industrial company will not be the same. Such a sample 
list, however, suggests that an internal auditing staff, searching for such 
matters, must have a good background of company knowledge as well 
as analytical skill. 


On the other side of the picture, management will wish to know 
of conditions that are satisfactory, giving them assurances of a business 
well-handled. The audit will be a photograph. It will show things as 
they are, pleasant and unpleasant scenery alike. 


All these matters are the constant, serious concern and worry of 
operating management—and any group of employees who can be of 
constructive, useful service in this regard, need have no fear of failing 
to gain recognition in the eyes of management. Under such a program 
he will fulfill Tue Instirure definition, given in one of its brochures: 
“The internal auditor operates as a reviewer and critical analyst for 
management.” 


DUAL ASPECTS OF INTERNAL AUDITING 


At this point, I should like to make clear that the type of internal 
auditing which I have been discussing does not, of course, eliminate 
what might be termed the “verification” or “financial accounting” 
aspect of our work. 


I have spent many years envisioning the possibilities of internal 
auditing as a unique profession—and I have spent many years practic- 
ing it. Based on that experience, I offer a definition of our profession, 
which will indicate my thinking: “An internal audit is an analytical 
survey of various business activities, which in general uses as its base or 
entree, the various records—original or summarized—of the company.” 


Such a definition suggests two phases of the survey: 


(1) The verification of the reliability of the figures from which 
analyses will be made, and conclusions drawn. Certainly the 
raw materials used in a manufacturing process must be tested, 
certainly the elements used in a laboratory experiment must 

be up to specifications, and, it is equally fundamental that no 
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analysis of business operations can be entered into without 
assurance that the basic data are accurate. 

This verification, however, while important in itself, also 
becomes a prelude to the really distinctive phase of internal 
auditing. That phase is the analytical survey, the scrutiny of 
the operations themselves through the eyes of management 
in which we use our training and experience in the realm of 
figures. 


ARE THE TWO PHASES OF AUDITING PERFORMED SEPARATELY 
OR SIMULTANEOUSLY? 


Generally they can be synchronized. We must examine the records 


from a “verification” standpoint, but as we do this we shall also en- 


deavor to extract information in which management will be interested. 


To illustrate the dual aspect of auditing, I cite examinations of 


several operations: 


1. 





We circularize Customers to verify balances. We shall also be 
alert to indications of customer satisfaction or dissatisfaction 
with the company’s products, delivery service, accounting ser- 
vice, and treatment of letters which they may have written. 
We shall examine the Age of Customer Accounts. We shall also 
appraise adherence to credit policies; determine whether collec- 
tion effort has been aggressive; and point out losses due to fail- 
ure to observe company policies. 


We shall verify various /nventories. We shall also, however, 
analyze the propriety of reasonableness of losses; take cogni- 
zance of housekeeping conditions—because of their effect on the 
efficiency of material movements, as well as on inventories. 


In some companies company-owned Barrels or Other Containers 
are used for the delivery of products. We shall verify the ac- 
counting records, but we shall also appraise the promptness of 
operating employees in picking up these containers when they 
are empty. They represent a large investment, and they must 
be kept in active service. Steel is scarce, and the problem of 
finding sufficient containers for service is a management head- 
ache. 


We shall check invoices in connection with Construction or 
other contracts not alone for correct computations. We shall 
carefully compare contract provisions to see whether they have 
been enforced, etc. 
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I might cite many other examples. Each company will have its 
own particular problems, but the basic auditing thinking is similar. So 
the internal audit is indeed a survey of operations in which we have, 
in general, diagnosed the situation through the study of records. 


WILL THIS TYPE OF AUDITING ACTUALLY BRING RECOGNITION 
TO THE STAFF? 


In Standard Oil Company of California, for example, it has defi- 
nitely resulted in an amazing recognition of the valuable assistance to 
business management rendered by the internal auditing staff. 


Years ago, before we applied this concept of auditing, the staff had 
no enjoyable standing in the eyes of management—either top or local. 
Auditing was considered simply a custom, with probably a stray value 
or two—although many operating managers were not even too sure of 
that. Outside of an occasional discovered defalcation, they found no 
interest in it—although it had to be endured. Auditors were disliked 
and considered as petty faultfinders. 


Today, we have a close relationship with managers at all levels. 
Top management—on a director and vice presidential level—continu- 
ally express their appreciation of the work of the staff, and state unhesi- 
tatingly that it has played a major part in the improvement of operat- 
ing efficiency. Local managers in various parts of the company and its 
subsidiaries express their appreciation of its helpfulness to them; and 
over and over contrast its constructive usefulness with the old-style 
narrow concept of small caliber criticism. 


This interest and regard is expressed in many ways. Meetings clos- 
ing audits are attended by top and local management as well as other 
operating and accounting people. Close attention and enthusiastic recep- 
tion is given to audit comments. Particular appreciation is expressed for 
the auditing division’s efforts to assist in the education of employees 
in good business thinking and practice. Members of the staff carry 
weight and prestige throughout the company, and they are sought out 
by management for important positions in the company. Needless to 
say, this increased prestige has resulted in higher ratings and standards 
of pay. 

Altogether the situation is vastly different from that which existed 
when auditing was primarily a matter of checking figures, catching 
mistakes made by the accounting department, and picking up an occa- 
sional defalcation. The changed situation is due entirely to the changed 
concept of auditing—the vision put into practice that auditing is a pro- 
gram keyed to the idea of serving as “management’s eyes”. 
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PRESUMING THAT SUCH A DESIRABLE SITUATION OF “MANAGEMENT 
ACCEPTANCE” DOES NOT EXIST IN YOUR COMPANY, WHAT CAN YOU 
DO TO BRING IT ABOUT? 


I have been asked this question on several occasions. 


Well, you cannot bring it about overnight. It may be a long jour- 
ney. If, however, you have such a vision of usefulness, you can make 
some modest beginnings. First, try to visualize what information would 
interest your particular management. All managements are not alike, 
of course. Most of them, however, have little idea of what service you 
can render. It is up to you to show them. 


You do not necessarily ask them. Insert in your report a stray study 
or two of the kind I have described. Start out quietly. Send them a few 
ounces of your merchandise. Maybe they will be surprised that auditors 
can furnish such material. Perhaps then you will receive a direct request 
from them for a larger order, so to speak. Too, you will find out what 
type of information seems to interest them most, and you will make 
use of that knowledge. 


Above all, in the earlier stages of your program, be tactful. Don’t 
play up a story too big. Use a style of language such as “It might be of 
interest to note such and such a thing.” Discuss such matters with local 
management frankly, but diplomatically, before you report them to top 
management. You will encounter some who will tell you that these mat 
ters are beyond the function of an auditor, but if you go at it carefully, 
you will gradually win them over. Once you get a start along this line. 
and proceed cautiously, you may be surprised to find how much your 
services are appreciated and desired. 


SUMMARY 


I have tried to justify to you my belief that real internal auditing 
is not a clerical job, a side branch of accounting, or even an imitation 
or detailed type of public accounting. It is a distinct profession. 


We seek that recognition, but we must earn it before we receive it. 
It is a great transition from the old-type auditor, to one who is gaining 
recognition as a valued aid to the management of the affairs of our 
companies. 


Worthwhile projects or worthwhile reforms do not come to pass 
overnight. They are conceived in vision; they are consummated by skill, 
patience and determination. So it is with our project. It is worthwhile. 
We have something to offer to management. 
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STAFF MANAGEMENT OF INTERNAL AUDITING STAFF 


Staff management problems indicate further differences between 
this profession and others. Successful staff management requires a thor- 
ough understanding of underlying principles, and these principles must 
be skillfully applied in everyday operations. Managers of various de- 
partments of a business have varying staff problems, but all must have 
certain common knowledge and skill. 


The successful carrying out of any program depends very largely 
on a management which sees objectives clearly, plans skillfully the pro- 
grams necessary, selects and develops the men who are to carry out the 
designed programs, co-ordinates the efforts of all, and welds the entire 
organization into a team of high morale. These are the general prin- 
ciples and the general skills involved in the management of any organ 
ization. 


Their application to specific areas of management, however, varies 
considerably. Managing a sales organization, managing a public ac- 
counting program, and managing an internal auditing staff—committed 
to such a program as I have outlined previously—are three entirely 
different problems. 


OVER-ALL OBJECTIVE 


The end-result of the activities of an internal auditing staff will 
quite naturally color the entire thinking of the staff management in 
such basic matters as the type of men to be employed, the program and 
methods involved in developing these men to their greatest usefulness, 
the acquiring of business information by the manager, and the field of 
business relationships which he will cultivate. 


SELECTION OF STAFF 


If auditing is to be almost entirely confined to verification of 
accounting accuracy and propriety, then the overwhelming require- 
ment for staff members will be that of thorough technical education in 
financial accounting. 


If the staff is to carry on complete internal auditing. then, while 
financial accounting knowledge is necessary, there are other very im 
portant additional requirements. 


These include: 


1. A natural aptitude for analyses of operations—the automatic 
visualization of the real activities, which the figures picture. 
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2. A personal understanding and interest in the affairs of his com- 
pany, its policies, its methods, its people, its operations. 


3. A personality which can deal pleasantly and yet with dignity 
in the varying contacts with not accounting people alone, but 
with operating men and managers at various levels. 


I think any of you who have had experience, know that the prob- 
lem of relationships with operating employees and operating manage- 
ment is entirely different from that with accounting employees and 
accounting management. An auditor dealing in figures and accounts 
with accounting people talks the same language; he can communicate 
his viewpoints without translation. Accountants and accounting audi- 
tors live in the same world of figures. But when you deal with operating 
people who live in a world of actions, of physical movements, of tech- 
nical and operating problems inherent to their every day occupations— 
the art of realistic, simplified discussion of situations is an absolute 
necessity. An adaptable personality, therefore, becomes an important 
asset to an internal auditor. I could continue with further differentia 
tions of necessary characteristics, but I think I have suggested the gen 
eral thought. 


STAFF TRAINING 


Once again, a clear conception on the part of the manager of his 
ultimate objectives will bring about different methods of training. For 
“Accounting Auditing”, stress will be placed on those factors which are 
quite important to such work. For “Internal Auditing” a different series 
of stresses will be made. In the latter, for example, it is a necessary part 
of an auditor’s education to visit the scene of many operations in order 
to gain a broad idea of the general methods and problems involved 
in various operating activities and processes. He cannot possibly 
analyze the efficiency of affairs represented by the records he 
examines if he does not have some familiarity with actual operations. 
No such necessity exists for the auditor who is only concerned with 
accounting matters. 


AUDIT REPORTS 


The differentiation applies in such a general subject as the writing 
of an audit report. The style and technique of reports addressed to ac- 
counting people are quite different from those essential to attracting and 
holding the attention of operating management. 


A typical accountant’s report which would be completely readable 
and satisfactory to a financial officer of a company would be dry, unin 
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teresting material to place before an operating official. He would look at 
it largely through glazed eyes. Here and there he might find something 
that he could understand vaguely, but, by and large, it would not pro- 
duce much interest and action. 


An operating manager wants simple, direct stories. He does not 
want schedules, masses of figures. He wants you to tell him in words, 
plain words, whether his activities are satisfactory, fair or poor; and, if 
the latter, what is the matter with them. Where figures are necessary, 
they should cover one issue, not several. 


It is a totally different technique. The training of staff members in 
writing such reports is an important, difficult and painstaking responsi- 
bility of internal auditing management. 


ALL-ROUND DEVELOPMENT 


An outstanding end-objective of staff development is to equip audi- 
tors to be able to perform analytical surveys of any of the many activi- 
ties of a company. 


The problem of providing opportunities for men to participate in 
audits of varied types of operations, and acquiring sufficient knowledge 
of them is a challenge to staff management. The education of an auditor 
in varied operations so as to make intelligent analyses of them is a much 
longer-term program than if he is to confine himself to checking merely 
the accuracy of records. It is, however, very much worthwhile since we 
not only create valuable all-round auditors, but assist in the training 
and preparation of men who may later occupy important positions in 
our companies. 


Standard Oil Company of California, for example, is very proud 
of the graduates from its internal auditing staff. Numbered among them 
are five men who are Secretary-Treasurers of subsidiary companies. 
(Four of these men are also Directors and Vice-Presidents of their com- 
panies.) One staff graduate is the Comptroller of a vast jointly-owned 
subsidiary; two others are supervising auditors; several others are man- 
agers of operating divisions. They are all capable men in their own 
right; but one and all freely acknowledge that their terms on the staff 
were of inestimable benefit to them. 


AUDIT MANUALS 


Again, the designing and application of audit manuals differ con- 
siderably for a staff conducting analytical surveys from those for one 
conducting accounting examinations. 
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Obviously, there must be a guide for new men, and there must 
be a certain degree of standardized procedure; but the inculcation of 
initiative and original thinking for analysis is a greater necessity than 
for the more uniform routine of examining accounts. 


OTHER MATTERS 


Furthermore, the staff must be taught continually what is import- 
ant to management, and what type of information will interest it. The 
staff must be advised constantly of changes in policies, procedures and 
operations (not accounting changes alone)—so that it may be alert, 
intelligent and up-to-date. 


Other differences are involved in the problems of developing com- 
petent ‘In Charge’ men for a program of internal auditing, time budgets 
and many other subjects. An internal auditing management that em- 
barks on a program such as I have described cannot be passive in regard 
to company developments and management contacts. It must be for- 
ward-looking. It must find out what is going on in the business over its 
entire area. 


The auditing manager cannot sit still and wait for information to 
reach his desk. He must make personal contacts with various members 
of home office and field management; show interest in their problems, 
listen to them, find out all he can about their operations. 


By doing this he will achieve several results. He will bring about 
a closer personal relationship with managers at all levels—and this will 
help immensely in the furthering of the audit programs. He will under- 
stand the business more realistically, he will be advised of new develop- 
ments, and be in a position to anticipate auditing possibilities. He will 
not follow behind the business army. He will keep step. 


STAFF RELATIONS WITH THE COMPTROLLER 


Someone might ask how the chief of an internal auditing staff re- 
porting to the comptroller can be involved so closely with operating 
management. 


The answer lies in the recognition of what the comptroller is in 
modern, progressive big business. He is not a chief accountant, a high 
priced bookkeeper living completely in a world of debits and credits, 
keeping track of the hourly labors of clerks. He is an official of the com 
pany, at a policy-making level; responsible not only for the compilation 
of the financial statements, but for their analyses and interpretations. 
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He is keyed to the rendering of service to the men who directly 
operate the company, and he associates with them on a close and realistic 
basis. In their councils he will participate in discussions of their operat- 
ing problems. If he is to render his particular service to them, he must 
know of conditions which exist in their spheres of operations. 


He is responsible for designing systems, methods and reports which 
will clearly portray activities. He must have background to interpret 
them, and point out matters of import. As is the case with operating | 
management, he too ordinarily deals with summarized figures; hence 
he needs assurance himself that the statements for which he is officially 
responsible stem from sound and reliable primary figures. | 


Again, he should have a first-hand acquaintance with many other 
matters which affect the business, situations not visible in financial 
summaries. Such knowledge affects his relations with his operating 
associates. It is therefore logical that he assign a responsible assistant, 
the general auditor, to seek and furnish this information. The audit 
staff will check the reliability of the basic figures and note various other 
matters that affect the company’s interest. 


The comptroller, of course, is a very busy man. As a capable execu- 
live, therefore, he will delegate to his general auditor the greatest 
amount of direct responsibility consistent with the latter’s ability. Then, 
as a matter of sensible functioning, the general auditor—in behalf of his 
comptroller—will render every possible service directly to operating 
management, keeping his chief advised of what he has done in this 
respect. 


This will result in an eminently proper and at the same time, prac 
tical modus operandi. The comptroller will be aware of operating prob- 
lems and conditions, discoverable only at the grass roots. He can talk 
intelligently with operating management as to their affairs, and with 
his own technical background furnish sound advice. The general auditor, 
while careful to keep his chief advised, will be free from the red-tape 
of channeling every finding and conversation through the comptroller. 
and so will carry on direct conversations with management. Because of 
his background, knowledge and familiarity with the various operating 
findings, he can enter into more detailed and satisfactory discussions 
than would be possible through a third-party connection. 


Under such an arrangement, no one is out of line with organiza- 
tional propriety; and everyone is served better than could be done other 
wise. All that is necessary is a clear understanding of responsibilities. 
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I worked for many years under such a plan, and it met with com- 
plete satisfaction. My comptroller not only wished me to function as I 
did, but he was proud of the excellent relationships existing between his 
auditing division and top management. 


| THE PRESENT-DAY COMPLEXITIES OF MANAGEMENT 


I should like to touch briefly on one factor that sets up the concept 
and practice of the type of internal auditing which I have described as 
a logical necessity. I refer to the growth of industry, and the entirely 
different and more complex problems which face management today as 
compared with those which prevailed a decade or two ago. 


Government regulations of all kinds complicate business direction. 
Various federal departments and agencies adopt different attitudes, and 
issue conflicting instructions to business. The entire atmosphere is one of 
uncertainty and almost bewilderment as to what is and what is not 
| proper. Then there is the tax situation. Tax law abounds in complexities 
: which only capable and trained tax men can deal with. Technicalities, 
perhaps unsuspected by management, may represent such sizeable sums 
of money as to sabotage a considerable portion of profits earned by cap- 
able operating management. Such factors enter into much of company 

planning and policies—in small as well as large companies. 


Again, labor problems and relationships have become increasingly 
difficult. Material and labor costs have risen tremendously. Competition 
is more intense than ever before. Where businesses have grown to any 
large degree, top management by necessity finds itself operating to a 
much greater extent by remote control. The former close-up contacts 
with jobs and with individual employees become more and more impos- 


sible. 


Because of all these factors management must rely more and more 
on the various accounting and operating reports to control current activi 
ties, appraise supervisors, and guide the future plans of the business. 
Hence, the accountant has assumed an importance in the scheme of 
management that did not exist formerly. 


In large and varied operations, individual records of activities are 
so voluminous that reports to management must, of necessity, be com 
pressed into rather brief and broad statements. In the process of con- 
tinual consolidation there may be elements of unreliability—due to 
either inaccuracies or lack of uniformity in preparation. Hence, one 
necessary service is that of following these accumulations back to their 
sources and appraising their reliability for management needs. 
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There are, however, other important requirements. Management 
has established policies—the broad rules within which the business is 
to be conducted. General programs have been outlined, and detailed 
procedures developed. All of these form a blueprint for the business 
machine. Out in the ramified areas of operations, however, various devi- 
ations and inefficiencies may exist which can have a deleterious effect 
on the plans and expectancies of those who direct company affairs. 
Top management cannot be close enough to affairs to know all 
these things. The internal auditor is; hence, he has the opportunity to 
assist management, but he must be a real internal auditor. He cannot 
render this assistance if his mind and heart is the mind and heart of a 
clerk who posts and checks figures as such. His thinking, his outlook, 
his perceptions must completely and naturally follow in the mental 
tracks of a manager. He must be a manager without portfolio, without 
administrative authority but a manager-minded individual, who is 
trained to handle and read records and figures so as to abstract from 
them information of vital interest to his managerial outlook. He can | 
become a projection of the minds of the top management of his com- 
pany. 





PROFESSIONAL QUALIFICATIONS 


Not everyone is adapted to this profession. A man may be well 
qualified from an accounting standpoint, and yet be quite lacking in 
that something that automatically sees and thinks in terms of the opera- 
tions behind the figures. Apart from accounting education, there is a 
pre-internal auditing course necessary in the university of practical 
business operations before a man is even fitted for a try-out. 

For those who are adapted, there is a considerable apprenticeship 
to serve before they qualify. Some men are working at internal auditing, 
but will not actually be real internal auditors for a long time. They are 
associated with the profession, but are not yet qualified members of it. 


Too, it requires a continuing day-by-day education, training, guid- 
ance and personal study. The education of the internal auditor is never 
ended. To be a real qualified member of the profession is a status not 
easily attained. 

There is no examining board as in the public accounting profession, 
since internal auditing concepts and problems in various companies have 
no such uniformity as those in the strictly financial field of auditing. 
Nevertheless, standards should be held high. There should be a clear 
conception of qualifications, and a constant appraisal of the progress 
and fitness of those who are connected with the profession. 
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CONCLUSION 


I have tried to picture the broader horizon of internal auditing, as 

I see its genuine usefulness and opportunities for growing professional 

prestige. I have touched briefly on the changing business scene, which 

has opened up these opportunities. I have attempted to suggest the 

breadth of business knowledge, the understanding and appreciation of 

management problems and thinking, and the analytical flair necessary 

to the practice of internal auditing such as would warrant the applica- 
tion of the term “distinct profession”. 


If internal auditing is not keyed to this broader constructive “man 
agement” concept, if it is but a shadow and echo of public accounting- 
without the prestige of the latter—then it has no right to proclaim itself 
a “distinct” profession. 


If, however, we seize to the full the opportunity to become active 
participants in the efficient, profitable operations of our companies, by 





contributing a unique skill, a skill developed by continuing study and 
practice, then we shall be completely justified in regarding ourselves as 
professional men, members of a distinct and distinctive profession, the 
Profession of Internal Auditing. 


To have integrity the individual cannot merely be a weathervane 
turning briskly with every doctrinal wind that blows. He must possess 
key loyalties and key convictions which can serve as a basis of judg 
ment and a standard of action. 


—J. W. SrupEBAKER. 











THE AUDITOR MEETS THE THIEF" 


WHAT TO DO WHEN FRAUD IS DISCOVERED 
By BORIS KOSTELANETZ, C.P.A. 


Here is sound, practical, professional advice on a real live prob- 
lem which may suddenly confront any of us for the first time at a 
moment when we have no opportunity to think it through. What would 
you do when you first discover an employee fraud? The answer may 
be financially important to your company. 


In preparation for his talk to the New York Chapter of Tue Inst1- 
TuTE on “The Significance of Fraud Disclosures’’, the author sent copies 
of a questionnaire to some 300 members. From the replies he knows 
our specific problems and here he tells us how to handle them. 


N this article I will not try to cover the question of how defalcations 

may be kept down. It has been fourteen years since I have practiced 
accounting and, therefore, I do not think that I should discuss the prin- 
ciples of internal check. I know that subject is more familiar to you than 
to me. Nor will I discuss how to discover defalcations. Books have been 
written on that. I might observe, however, within the confidence of our 
own fraternity, that despite independent audits, internal checks and 
other protective measures, which do a splendid preventive job, a great 
many defalcations are discovered by accident. 


The problem I wish to pose concerns the situation which confronts 
you, after you have discovered that someone is stealing. What do you 
do about it? Do you handle it yourself? Do you go to the police? The 
D. A.? Your lawyer? Your accountant? Do you go to the man who takes 
care of your high blood pressure? Or what do you do? Do you face the 
thief immediately? Or do you let him continue stealing while you try 
to work up an airtight case so that the thief may be caught in the act? 
All these things are real live problems which may come to a head at one 
time and at a moment when you will not have much time to think 
the problem through. 


The problem of what to do when the auditor meets the thief is of 
more than academic interest. I realized that when I received your replies 


*This article also was published in the New York Certified Public Accountant, July, 
1951. Copyright 1951. 
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to some 300 questionnaires I sent out recently. In all I have 53 replies. 
Only a few of the 53 were negative in the sense that, in the past ten 
years at least, the respective companies have not had the opportunity, 
or perhaps I should say the misfortune, of facing this problem. Other 
replies were spectacularly revealing. For instance, in answer to the 
question, “Has your firm discovered any defalcations during the past 
ten years?” one reply stated that they discovered defalcations at the 
rate of one or two per month. Off hand, I would say that the internal 
auditor of that firm should certainly write a book on discovery methods. 


In all but one instance, losses as to which insurance protection was 
available were so covered—at least in part. In answer to the question, 
“What was the amount involved in the largest defalcation?”’, the replies 
indicated that the largest single defalcation on the part of the employees 
of the companies with which you are associated was in the sum of 
$884,000; the others indicated losses of $130,000, $100,000 twice, $80,- 
000, $60,000, and smaller amounts. I took an informal total and found 
to my amazement that the aggregate of the largest amounts taken from 
your companies, not the total of all losses, was $2,012,600, and 25,000 
Colombian pesos. 


The thieves did not show as much imagination in the method of 
stealing as would seem to be indicated in the variety of the amounts 
taken. Almost all of them seem to prefer cash pilferage. Next in order 
of popularity were inventory manipulation or theft and manipulation of 
receivables and payables. Kiting checks, forgery, salary padding and 
kick backs come next in order of preference. Oddly enough commerical 
bribery which I listed in the questionnaire as a separate form of defalca- 
tion, was reported by only one response. I was somewhat surprised at 
this result in view of what one so frequently hears bruited about among 
the commercial fraternity. Perhaps the answer is that discovery of such 
defalcation isn’t too easy. Other forms of theft voluntarily added to the 
list by members who replied, included turning in for cash air transpor 
tation tickets purchased on a credit card, scrap proceeds pocketed and 
padding of travel expense accounts. This latter form, colloquially “the 
swindle sheet”, is only infrequently considered a crime. 


So much for the evidence. We come now to what can be done when 
this form of catastrophe hits your own organization. The most important 
thing to remember is that a whole host of what lawyers like to describe 
as “legal relationships” are created, legal relationships involving rights 
and duties which are probably foreign to you in the regular course of 
your business. For this reason I urge you that the first person to whom 
notification of your problem should be given is your lawyer. He should 
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be in position to advise you of the step by step procedures in which you 
will be involved. 


I have noticed, again from your answers to the questionnaires, that 
confessions are frequently obtained by your branch managers, sales 
supervisors and other company officials in the field. This would indicate 
that this group of executives is usually in at the inception of the investi- 
gation, and being in the field they do not have the time or the opportun- 
ity to call in more expert help. It is my view that if there is time in 
which to turn around, these people should not try to handle the problem 
themselves—it is a sound axiom that one should not play at cops and 
robbers when he is at best a semi-pro. If time permits, it is better to 
get competent professional help, such as is furnished by the surety com- 
pany and the district attorney. Unless the theft is minor in character 
and its detection simple, there is usually not much reason to bring in 
the police in the first instance. Under ordinary circumstances the police 
just don’t have the equipment to handle a complicated financial defalca- 
tion. District attorneys, on the other hand, do have the equipment or it is 
available to them. In New York County the District Attorney has an 
excellent staff of accountants who specialize in these investigations. 
Other district attorneys ordinarily have funds to employ accountants 
in furthering an existing investigation. While we are on this subject, 
may I say that, as a rule, where the thief is in the process of stealing, 
it is better not to interrupt him until such time as professional help can 
take over and catch him in the act. 


It may be your luck that an occasion arises when there simply 
isn’t enough time in which to get professional help. If that happens, the 
next best thing you can do is proceed as best you can along the path 
the professional would normally follow. 


MR. KOSTELANETZ is an attorney and certified public accountant of Neu 
York, a member of the firm of Corcoran and Kostelanetz. He was graduated from 
Vew York University, re — the de gree of B.C.S. in 1933 and the degree of B.S 
in 1936, and from St. John’s University School of Law with the degree of LLB 
magna cum laude) in 1936. 


Mr. Kostelanetz, a member of the New York bar, was formerly Special Assistant 
to the Attorney General of the U.S. in charge of the War Fraud Section, and Chair 
man of an Inter-departmental Committee on Tax Evasion and Black Markets. Pre 
viously he was an Assistant U.S. Attorney for the Southern District of New York. 
Recently, he was Special Counsel to the United States Senate Committee to Investigate 
Organized Crime in Interstate Commerce. He is also an Adjunct Professor of taxation 
at New York University Graduate School of Business Administration 


He is a member of the American Bar Association, New York Bar Association. 
New York County Lawyers Association, Association of the Bar of the City of Neu 
York, Federal Bar Association, and New York State Society of Certified Public 
Accountants. 
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Generally, the first thing to establish in the case of shortages of 
cash or inventory is that the suspect or accused had exclusive oppor- 
tunity to steal. This is the critical criterion, because if more than one 
person has access to a cash box, your attempts to establish the exclusive 
opportunity theory will go out of the window. Establishing exclusive 
opportunity may, in the case of a suspect, call for surveillance; in the 
case of one already accused, it may demand a thorough examination 
of every possible witness who can shed light as to whether the accused 
is the only one who has had such opportunity. 


There are other elemental principles. For instance, professional 
help would attempt at once to exclude the suspected thief from the im- 
mediate premises so that his desk may be searched. Experience has 
shown that the desk will frequently produce incriminating and informa- 
tive memoranda, cancelled checks and even sometimes purloined records 
of the company. 


It is necessary to learn as quickly as possible the exact scheme used 
by the thief. Where accounting manipulations are involved, it is almost 
inevitable that the schemes are complicated and learning the scheme 
through a clear explanation of it by the accused will sometimes save you 
months of work. 


While from the standpoint of a prosecutor one specific larceny will 
support a complaint, from the standpoint of making your company 
whole, it is important to determine the amount stolen and the time when 
the loss occurred. Fixing the time of losses is especially vital because 
your bond will usually cover you only for actual losses during the period 
of the bond and not for latent losses undiscovered at the time your bond 
is written. 


You should determine if the thief has had confederates. The fact 
that there are confederates may help you substantially in relation to the 
problem of restitution, and in that connection it is very important to 
discover if the thief or his confederates have in their present possession 
the proceeds of the theft or the loot itself. 


Immediately upon discovery of the defalcation, you should make 
every effort to preserve the evidence by marking, dating and initialing 
it, and, when necessary, stapling the evidence to exhibit cards. There are 
two very good reasons for doing this. First, it simplifies the task of pre- 
paring reports which will inevitably have to be made. Second, it pre- 
serves the integrity of exhibits in the event that there is an actual prose- 
cution or other litigation. When this evidence has been assembled, you 
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should make arrangements to have one responsible person take exclusive 
possession of it until it is actually requested for use in ccurt 


You should, whenever possible, “cut off” the books at the date of 
the revelation of the defalcation and start a fresh set of records—again 
in an effort to preserve the evidence. While we are on that subject, may 
I suggest that professional accounting sleuths, when they are examining 
books and records, know enough not to make audit or tick marks. As we 
all know, the temptation of ordinary accountants to make tick marks is 
practially irresistible. 


It is of great value, from the viewpoint of every possibility which 
may arise as the result of a defalcation, that a confession be obtained 
from the accused. It is important to remember that a confession induced 
by promises may turn out to be no confession at all. Therefore, make no 
promises to the one confessing and incorporate in the confession a state- 
ment that there were no promises made in exchange for the confession 
The confession should be full and complete. It should state facts rather 
than conclusions. The accused should identify specific false entries. He 
should identify his handwriting on exhibits keyed up to to the confession. 
He should state the names of his accomplices, if there are any. If it is at all 
possible, the confession should be taken in the presence of a disinterested 
person. Unless the accused writes out the confession in his own hand 
writing, it is important that the person confessing have a genuine oppor 
tunity to read over his statement. He should not only sign the confession 
and initial each page, but it is even wise to misspell some words or mis 
state some minor facts intentionally in the typewritten statement so that 
corrections must be made in the accused’s own handwriting. Such cor- 
rections demonstrate beyond peradventure that the accused has read the 
statement and that the statement is his 


If you are unable to obtain a written confession, but an oral con- 
fession is given, it is important that the auditors of that confession make 
a detailed, complete and contemporaneous memorandum of what they 
heard, and they should keep the original notes from which they dictated 
the memorandum. Even in the case of a written confession, it is well 
to have the persons who were present when it was made dictate a col- 
lateral memorandum concerning the circumstances of its making. 


It is important that the preliminary investigation, including the 
so called confession period, continue until terminated. In other words. 
you have to stay with the investigation at this first stage to the very end. 
You can’t quit for the afternoon and expect to resume at the same place 
on the following day. 
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In your dealings with the accused, it is important to remember that 
while he is still your employee you have the complete right to ask him 
questions concerning his work. Therefore, be sure not to discharge him 
until all your questions have been answered. If the accused employee 
does not readily respond to your request for a confession, I suggest you 
urge him to give his version of the facts, whether or not these facts 
be a confession, and that you have him sign such statement with the 
same formalities used for a confession. I make this suggestion especially 
for the benefit of smaller concerns, and the reason for it is this: Fre- 
quently, by way of an afterthought, the defense of the employee takes 
the form of a counterfeited attack upon his employer. For example, the 
employee may claim that he was not actually stealing the money but 
was merely taking it as part of his employer’s plot to evade income 
taxes; or, the employee may claim that the diverted sums were used to 
bribe politicians, police, labor officials, or others; or sometimes an ac 
cused calmly asserts that his imediate boss was committing the larceny 
and the employee was just a helpless conduit. In other words, whatever 
statement the employee makes at the time of discovery, before he has 
had an opportunity to think about the situation, will serve to block out 
contrived elaborate defenses. 


When it comes to making a company report of a defalcation, it is 
essential to instruct each officer or employee who is to contribute a state 
ment, as to the necessity of making an accurate objective narration of 
the facts; a statement which consciously eschews libelous matter. avoids 
name calling such as “crook” or “thief” and which does not express 
opinions and speculations of the writer. Ordinarily, facts speak much 
louder than opinions. Similarly, in making inquiries about your em 
ployee before you have all the facts, it is well to take care that you do 
not defame the employee, because that in itself may expose you to an 
expensive law suit. 


I have urged you to bring the district attorney into the case. I urge 
that for several reasons. If there is a case, he will protect you against 
charges of false arrest. Generally, if the accused is not a fugitive. the 
district attorney makes his investigation and presents his findings to the 
grand jury. If the grand jury indicts, there is no possibility of your being 
sued for false arrest. If the thief is a fugitive or is about to become a fug 
itive, the district attorney may ask the police to effect an arrest or he 
may ask you to sign a complaint so that a warrant may immediately 
be issued for the accused. Even in that case. however. the district attor 
ney will not go ahead until he is satisfied that there is at least a prima 
facie, case and that determination is itself some protection for you 
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I would like to emphasize with respect to your relations with the 
defaulting employee, subject to what I have already said concerning 
your protective relations with the district attorney, that you should pro- 
ceed with extreme caution before you finally charge an employee with a 
crime. If the charge is wrong, you may find it a terribly expensive mis- 
take. If the employee is discharged by the magistrate and there has 
been no indictment, frequently, for all practical purposes, the only prob- 
lem remaining is “How much?”. Especially is this so in the case of a 
large corporation. Juries are fairly generous in such cases. In addition 
many plants have union contracts which provide for arbitration of 
employer-employee relationships and the results of that kind of arbitra- 
tion are also apt to be expensive. For instance, one of your replies refers 
to a “compromise” in such a case which provided a life-time pension 
for the union member wrongfully accused. 


Somewhere in the proceedings which occur after a defalcation is 
discovered, you will probably be faced with the problem of obtaining 
restitution, either from the accused or from his relatives and friends. 
It is, of course, economically desirable for you to mitigate your loss 
whenever possible to salvage something from the debacle. The law 
favors restitution, but one caveat must be observed in securing it. You 
must not take money or other property on a condition, a promise or an 
agreement, expressed or implied, not to inform the authorities. Such 
action would constitute the offense known as “compounding a felony”, 
which is a serious crime in itself. Ordinarily, except for banking insti- 
tutions, who are required to inform the authorities of defalcations, no 
one owes an obligation to be an informer, but your acceptance of resti- 
tution should not be conditioned on an agreement not to inform. If the 
district attorney is sufficiently industrious, in cases where there has 





been such an agreement, he has the right to prosecute the thief for 
larceny and to prosecute the employer for compounding a felony, and 
even blackmail. Thus. even though these provisions of the penal code 
have been very infrequently enforced. an employer will sleep better 
if he doesn’t expose himself to the possibility of becoming a felon, or. 
for that matter, to the possibility of being blackmailed by the crooks 
with whom these illicit deals may be made. 


In addition to the danger of compounding a felony, may I also 
point out. on the civil side, that a settlement made with the thief, which 
is conditioned on non-prosecution, will be unenforceable with respect 
to any supposed obligation imposed upon the thief. Suppose. for ex- 
ample, that the settlement calls for the thief to pay a note. or transfer 
some property in the future. The courts in our state will not make the 
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thief carry out such promises, holding that they are founded upon agree- 
ments which are illegal and against public policy. 


Restitution for the employer or salvage for the surety company is 
always desirable, but where the case has been referred to the district 
attorney, accomplish it with the district attorney’; knowledge. Similarly, 
I urge you not to start a civil suit against the employee without the 
knowledge of the district attorney. It may seriously affect his prosecu- 
tion and open the district attorney to a charge that his office is being used 
as a collection agency. 


As a general rule, it is probably accurate to say that surety com- 
panies get a far more substantial measure of restitution where a prose- 
cution is pending. Local district atorneys have confirmed to me their 
opinion that the thief and his relatives and friends are spurred to much 
greater efforts to make restitution after a case is in the district attorney's 
office, particularly on the eve of sentence. 


We come now to the final phase of my subject; you and the surety 
company when a defalcation is discovered. One of the general questions 
I asked was concerned with whether or not defalcations were reported. 
On this question, some replies indicated that a rather “fuzzy” policy 
exists in some companies. Specifically, I asked this question, “If you did 
not report defalcations, why not?’’, and some of the answers were “too 
minor,” “too small,” “old employees,” “small defalcation, employee 
transferred to other work where no temptation involved.” etc. Also. 
while we are on this subject, to the question, “Do you employ any men 
who have committed defalcations?” one company answered, “Yes, if 
they have ability and it is in connection with their expense account, our 
experience has proved this has paid dividends.” I would recommend to 
some of these companies that they review their policy with their counsel 
in relation to their insurance coverage. Counsel will probably then point 
to a clause standard in applications for fidelity policies, reading as fol 
lows: “The employees of the insured have all, to the best of the insured’s 
knowledge and belief, while in the service of the insured, always per 
formed their respective duties honestly. There has never come to its 
notice or knowledge any information which in the judgment of the 
insured indicates that any of the said employees are dishonest.” The 
policy itself generally reads as follows: 


“Prior fraud, dishonesty or cancelation. 


No employee, to the best of the knowledge of the insured. 
or of any partner or officer thereof not in collusion with such 
employee, has committed any fraudulent or dishonest act in 
the service of the insured or otherwise. 
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If prior to the issuance of this bond, any fidelity insur- 
ance in favor of the insured or any predecessor in interest of 
the insured and covering one or more of, the insured’s em- 
ployees shall have been canceled as to any of such employees 
by reason of (a) the discovery of any fraudulent or dishonest 
act on the part of such employees, or (b) the giving of written 
notice of cancelation by the insurer issuing said fidelity insur- 
ance, whether the underwriter or not, and if such employees 
shall not have been reinstated under the coverage of said fidel- 
ity insurance or superseding fidelity insurance, the under- 
writer shall not be liable under this bond on account of such 
employees unless the underwriter shall agree in writing to in- 
clude such employees within the coverage of this bond.” 
Accordingly, I want to emphasize that if you forgive a defalcation 
and retain the employee, it is a calculated risk on your part. And if you 
fail to call that fact to the surety’s attention and the subject of your 
forgiveness commits further defalcations, the surety company will prob- 
ably be sustained in court if it rejects a claim for such further defalca- 
tions on the ground that they were made possible by your own default. 


In your relations with the surety company, you must also appreci- 
ate that, while differences may appear and lawsuits happen, it is gen- 
erally their business to deal squarely with square claims. For this rea- 
son, if the surety company should have defenses which under your con- 
tract may properly be urged to defeat your claim, it has an obligation 
to urge such defenses even though as a matter of business policy such 
defenses may sometimes be waived. 


With this in mind, let me give you some principles of your rela- 
tions with the surety, with the caveat that these principles bristle with 
exceptions and variations: 


1. You have to give proper notice of the loss. 


2. You have to submit a formal proof of loss within the time speci- 
fied in the policy as a condition precedent to a recovery by you. 


3. The surety has some defenses which it may utilize where war- 
ranted. For instance: 


(a) As previously indicated, if the employer finds out that 
one of his men has stolen and does not disclose that fact to 
the surety or condones the dishonest act, the surety will be 
relieved if further depredations by that employee take 
place. 


(b) Naturally, if the insured settles with the thief, the obliga- 
tions of the surety are voided. 
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4. The surety ordinarily will not prosecute the thief. It con- 
siders that as a problem for the insured. 


Or 


The burden of establishing a loss is on the insured. Even when 
you have a confession you must establish your loss through 
records or corroboration and, since the thief seldom keeps good 
records, the proof may be difficult. 


6. As I said before, one of the things to look out for is that the loss 
may have taken place over a period of years and that more than 
one surety company may be involved in a succession of bonds. 
The year and the amount of the loss, particularly in relation 
to discovery limitations is. therefore, frequently an item of maj- 
or importance, and the burden of proof is on you. If the insured 
has carried blanket bond protection continuously for a consid 
erable period of time, it may take comfort in the thought that it 
has continuity of protection for such period, although the only 
complete protection is a bond written on a discovery basis which 
will cover fraud losss whenever it is discovered, regardless of 
when it was sustained. 

Before leaving this subject, may I say again that carrying fidelity 
insurance is a wise idea—everyone here agrees on that, I am sure. The 
questionnaire showed that 52 of the 53 replying carry it—but it is 
equally a wise idea to remember that your insurance policy is a con 
tract, a contract whose terms you should know if you are to get the most 
protection from your policy. 


Too often people can be convinced that they are educated in a field 


when they are merely well-trained. 


Ernest H. Reep, /nternational Harvester Company. 
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like to fish; in the springtime it is usually trout in some lovely coun- 
tryside, and during the summer it is surf casting at the shore; but 
regardless of the type, I like to fish. 


A number of years ago, when my son was a little boy, he gave me 


A 
= 


plaque for Christmas which reads as follows: 


“Behold the Fisherman 


“He ariseth early and disturbeth the whole household. He 
maketh mighty preparations and fareth forth full of hope. 
He returneth late and” . . . there are no fish with him. 


“What has fishing to do with teaching?” says one of the class. 
“That’s a good question. Who will volunteer an answer?” And so the 
discussion begins . . . As a matter of fact, one of the expressions in this | 
little slogan, “He maketh mighty preparations and fareth forth full of 
hope.”, is “More Truth than Poetry.” That’s just what happened to me. 


Some time in May or June of last year I accepted an assignment to 
teach a class in Internal Auditing in the Graduate School of Business, 
Columbia University. The class was not to start until the second sem- 
ester of the coming school year, sometime early in February, so it seemed 
as though the fairly long interval would provide a pretty good buffer. 





From June to February is a long time, and the starting date seemed rath- 
er remote, but if you are ever placed in a similar situation, don’t let 
that fool you. The time is gone in a jiffy and before you know it there 
you are facing the class. 


Having accepted the responsibility, the next thing was how to 
approach the job. Being absolutely green and with no idea of how to go 
about preparing myself for such an undertaking, it seemed that the only 
sound approach would be by the application of what appeared to be 
sound auditing techniques. It was decided that the preparatory work 
should consist of: (1) orientation in teaching techniques, including dis- 
cussions with those who had experience in teaching internal auditing. 
(2) thorough research as to available material, and (3) development of 


a systematic course of instruction. 
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The first port of call, which was rather instinctive, was INstITUTE 
headquarters where, much to my surprise, I was handed an Instructor's 
Manual for a college course in internal auditing. Right away all my 
problems were solved. So I thought! Then I read the Manual and found 
that, while it would undoubtedly prove helpful, it did not seem to cover 
all phases of the problem. The Manual is intended as a guide and divides 
the course into fifteen sessions, predicated primarily on the only gen- 
erally used text book on internal auditing. In addition it calls for a guest 
speaker at each session. To me, a greenhorn, this seemed to fall some- 
what short of the full objectives of present-day teaching in internal 
auditing. (Being in the greenhorn class gives me the privilege of speak- 
ing freely.) It seemed to me as though the text material devoted too 
much time to the techniques and balance sheet approach to an audit. 


Recurring lectures are apt to leave a rather vague impression on 
the hearers, as well as provide a good means for studying tomorrow 
morning’s lesson in geometry, if a student happened to be somewhat 
behind in that subject. On the other hand, the general divisions into 
specific areas assigned for each evening seemed to provide a good sound 
basis for an adequate approach to a well rounded course, particularly 
for students who had previously had the advantage of certain prepara- 
tory courses, such as elementary and advanced accounting, and pos- 
sibly one or two other business courses. So, the Manual was really very 
helpful, although it by no means solved the problem. 


Discussions with others more fortunate than the writer, in that 
they had considerable experience in teaching internal auditing, were 
held in Atlantic City. It is amazing the amount of help that these friends 
were able to give and the enthusiasm with which they undertook to help 
a fellow who was in need of all the guidance he could get. Our friends 
from Toronto immediately volunteered, and actually did send, a com- 
plete series of lectures which they used at their University. Others told 
of some deviations from the standard pattern which they had adopted, 
but in the main it still seemed as though the course which is given in 
most schools follows a general plan of either text with a background of 
lectures, or strictly a lecture course. It still appeared as though some- 
thing should be added, although these courses have been quite success 
ful. There was no question but that pretty good auditing material had 
been turned out, so the general program must have considerable merit. 
After all, “The proof of the pudding is in the eating.” 


Just about this time I happened to have the good fortune of com- 
ing across a paragraph in one of the professional publications which 
seemed to me to hold the solution of my problem. It crystallized in a few 
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words the vague, but neverthless positive, unrest in my own mind as 
to the most effective way of imparting whatever I had to give to others. 
The paragraph read as follows: 

“One of the reasons why the conference type of learning situa- 

tion is so effective is that conference members participate ac- 

tively. Psychologists call this active learning. It is the opposite 

of passive learning, where material is given, usually in lecture 

form, to an audience. In a training conference there is no lec- 

turing by a leader. The opinions and conclusions come from 

the conference members, and come only as a result of their 

active cooperation and thinking.” . 

Here, I decided, lay the solution of the teaching technique for the 
course. Instead of having guest speakers, we would use a panel made up 
of the students themselves. This panel would be assigned varying sub- 
jects in the area which was under consideration for the night, and then 
questions would be directed at the panel by the class, with the instruc 
tor sitting on both sides. He would help the panel answer if he could 
make a contribution, or, if the questions seemed to be slow in coming, 
he might direct some questions at the panel himself. 


Each class was to last two hours, so the conclusion reached was that 
the panel discussion would take one-half of the class period, and the 
other half would be devoted to discussion of the text assignment for the 
evening; but even this discussion would cover matters pertaining to the 
area, but not necessarily included in the text. This was on the assump- 
tion that the students would study the text and know the contents. A 
knowledge of the text would be necessary in order to answer the ques- 
tions that could be raised in the area, but not covered definitely by the 


book itself. 


To test this technique further, so as to prove to my own satisfaction 
that it could be an improvement rather than a retrogression from ac- 
cepted standards, I tried to outline what the objectives of the course 
should be, and reached the following conclusions: 


1. To develop an understanding of internal auditing and its tech 


niques as well as its position in the commercial scheme of things 
and its reason for being. 


to 


Development of ability on the part of each one of the students 
to think out problems for himself. 


3. Development of curiosity—that desire to look underneath to 
see what makes the wheels go round—the why of things. 
4. The ability to express one’s self cle arly, both orally and in writ- 


ing. 
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5. Appreciation for the other fellow—the human relations result- 
ing from close association of men regardless of what their pro- 
fessions may be. 


It seemed as though this approach could accomplish these objec- 
tives, when supplemented by written home assignments, consisting of 
specific problems relating to the area under consideration and requiring 
narrative answers, as well as an occasional case study. 


It might be said right here that this plan proved very successful 
insofar as keeping the students interested, alert, and enthusiastic. It has 
never been my privilege to meet a more interested or enthusiastic group. 
There was never any lack of discussion and each subject was covered 
thoroughly. 


Incidentally. we did have two guest speakers during the course, 
one of whom talked to us about working papers and reports, and the 
other about prospects for an individual who started his business career 
as an internal auditor. These provided just about the proper amount of 
diversification from our regular routine. Both were well received, lis- 
tened to attentively, and proved very helpful to us all. So two or three 
lectures, spaced at proper intervals during the course, and given by the 
right people, undoubtedly add a great deal 


The panel form of presentation resulted in several of the students 
deciding to take courses in public speaking. They realized for the first 
time that this would be a decided asset for the future. Others were in 
fluenced to go back and study some of their English fundamentals so 
that they could do justice to their ideas when trying to put them on 
paper. It was brought home to them that the art of communication is 
one of the most essential, and at the same time most difficult, tools to 
acquire. 





One chap, a very fine student, had prepared an excellent paper, but 
when he gave it there was no positive reaction from the class. It fell 
flat, provoked no discussion, and only one or two questions. After the 
class he asked me what the trouble was. He realized that something was 
lacking. We concluded that the fault rested in his delivery. He admitted 
that he had been frightened, never having addressed such a large group 
before. He talked in a monotone, too hurriedly, did not emphasize his 
points nor give the audience a chance to digest what had been said before 
going on to the next point. Result—another candidate for a class in 
public speaking. 


The research into available material proved somewhat heartbreak 
ing. There isn’t much. There is available the text book previously men- 

















42 The Internal Auditor 


tioned and a new one that is to be published soon on industrial internal 
auditing. Those are about the only two that can be accepted as bona 
fide text books. In addition there is all the material that has been issued 
by Tue InstiruTe itself, most of which are lectures or short articles 
on specific items. These are very helpful if used opportunely, but can be 
applied only after very extensive reading on the part of the instructor 
himself since no attempt has been made to associate these articles or 
catalog them in such a way that they are readily available in connection 
with any specific area. There are several other dissertations or books on 
auditing, but most of them seem to be more in the nature of philosophic 
treatment, or broadening discussions, than material that can be used for 
ordinary assignments in the classroom. To date there is not available 
any comprehensive list of case studies so that any to be used will have 
to be developed by the instructor. The collateral reading which was 
recommended, but not required except for specific assignments which 
could have been in any one of these particular books, was as follows: 


1. Organization and Management in Industry and Business— 
William B. Cornell. 


2. Top Management Organization and Control—Holden, Fish, 
and Smith. 


3. Practical Management Research—Wiren and Heyel. 


4. Internal Auditing in Industry—Institute of Internal Auditors. 


Or 


The Epic of American Industry—James Blaine Walker. 


6. Internal Auditing—A New Management Technique—John B. 
Thurston. 


7. Internal Control Standards and Related Auditing Procedures— 
Walter H. Kamp and James A. Cashin. 


8. Internal Auditing in Action—Institute of Internal Auditors 
(added during the course). 


9. The Internal Auditor—Institute of Internal Auditors. 


10. Increasing the Usefulness of Internal Auditing—Institute of 
Internal Auditors. 


The third aspect of the preparatory work was the development of 
a systematic course of instruction, and here the Instructor’s Manual 
came in very handy as it provided a good breakdown for a proper divi- 
sion of the course into fifteen areas which, when combined, appeared 
to cover the field fairly thoroughly. There could be a little rearrange- 
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ment of the subject matter if the instructor felt that he could approach 
his task more logically with such a rearrangement, but the Manual is 
very helpful in that it provides a breakdown which would be very labor- 
ious to develop from scratch. In our own case we used the pattern pro- 
vided. 


With the idea that there may be a few helpful suggestions to those 
placed in a similar position at some future time, we are outlining 
the subject of each night’s discussion and the panel assignment, but we 
are not covering the text or written work assignments for the class 
since that would rest with whomever is giving the course. It might be 
said, however, that each week there was a home assignment involving 
about five hours’ work. 

Session 1— 

Nature and Scope of Internal Auditing. Incidentally, in outlining 
the nature and scope of internal auditing, some time was given to 
organization—the need for sound organization, the fundamental 
distinctions between line and staff, and the development of a typ- 
ical middle sized, fully complemented, light equipment industrial 
company, which we used as the basic company throughout the 
course. 


Panel Assignment— 


Two speakers to talk no more than ten minutes each during the 
third meeting. Three speakers were planned originally, but that 
was too much, so that two of the following topics were assigned 
for each panel. 


a. Services re Fraud. 
b. Services re Internal Controls. 
c. Services re Management Reports. 
Incidentally, every panel assignment was given two weeks ahead 
so that members of the panel had two weeks for preparatorv 
work. 

Session 2— 

Statement of the Problem and Services. 
Panel Assignment— 

a. Internal Check vs. Internal Control. 
b. Proper Controls for Handling Cash. 
c. Cash Audit. 
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Session 3— 


Internal Check and Preliminary. 
Panel Assignment— 
a. Internal Check re Cash Disbursements. 
b. Audit of Investments. 


c. Audit of Receivables—Internal Auditors vs. Public Account- 
ants. 


Sess ion 4— Ss 


Session 5— 


Session 6— 


Session 7— 





Cash. 
Panel Assignment— 
a. Audit of Bank Account Including Tracing Receipts to De- 
posits. 
b. Audit Coverage in Connection with Annual Inventories. 


c. Audit of Receiving Department. 


Receivables and Investment. 
Panel Assignment— 


a. Fundamental Principles Covering Construction of an Audit 
Report. 


b. Report Covering Audit of Receivables Showing Scope, Find- 
ings, and Recommendations. 


c. Working Papers and Details. 





Inventories and Purchases. 
No Panel—Guest Speaker. * 


*This would be for Session 8. 


Programs, Working Papers, and Reports. 
Panel Assignment— 
a. Audit of Voucher Organization. 
b. Audit of Accounts Payable—Public Accountants vs. Internal 


Auditors. 
c. Audit of Payrolls—Appraisal of Internal Controls. 
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Session 8— 
Fixed and Other Assets. 
Panel Assignment— 


a. Payroll Audit—Weekly, Monthly, and Annually Rated Em- 
ployees. 


b. Payroll Audit Shop Employees—Hourly Wage Incentive, 
Whether Piece Rate or Otherwise, and Allocation to Cost. 


c. Internal Control Standards and Related Audits of Capital 
Stock—Preferred and Common. (From Certificate of Incor- 
poration. ) 

Session 9— 
Payables, Accrued and Other Liabilities. 
Panel Assignment— 


a. What Does the Future Have to Offer an Individual Who 
Starts a Business Career in Internal Auditing? 


b. What Characteristics are Required of an Internal Auditor? 


c. Fundamental Principles of Sound Organization from an In 
ternal Auditor’s Point of View. 


Session 10— 
Ownership, Equities, Income, Expense, and Manufacturing Cost. 
No Panel—Guest Speaker.* 
*This would be for Session 12. 
Session 11— 
Other Regular Activities of the Internal Auditor. 
No Panel—Term Paper. 
Session 12— 
Other Special Activities—Evaluation of Internal Auditing Services. 
No Panel. 
Session 13— 


Coordination with Public Accountants and Organization of Audit- 
ing Department. 


Discussion of Term Paper. 
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Session 14— 


Coordination and Review. 


Session 15— 
Final Examination. 


The class consisted of forty-two students, mostly somewhat older 
than the usual college student, as many of them were returned G.L-s, 
and a good many had several years of business experience, mostly in 
public accounting. It was somewhat unusual in that all but about ten 
were evening students, and anyone who is willing to work all day and 
then go to school at night really is anxious to learn. Everyone had a 
Bachelor’s Degree, and those who were full-time students were working 
for Master’s or Doctor’s. They too were pretty well trained, although 
they lacked the ability that comes from practical experience. However, 
taken as a whole, they were an alert, mature group; most of them paying 
their own hard earned money to acquire further knowledge. Conse- 
quently, it was a gratifying experience to be with them, although it 
must be admitted that one had to be on his toes and everlastingly alert 
to keep up with them. 


This raises a rather interesting question, and one possibly worthy 
of further consideration on the part of most of us. Should internal audit- 
ing be taught at undergraduate or graduate level? I haven’t any doubt 
that the results would not have been anywhere nearly as gratifying 
had this particular type of course been given at the undergraduate 
level. On the other hand, it appears as though the ideal situation, and 
certainly the profession warrants it, would be two courses, one possibly 
at the undergraduate level dealing strictly with the techniques and 
technical aspects of internal auditing, and the graduate course delving 
more into the philosophy of the profession and the broader areas which 
are becoming more and more within the scope of present-day internal 
auditing. 


Another thing that impressed me very much was the apparent lack 
of ground work on the part of most of the class in respect to the principal 
relationships of management positions and various organizational divi- 
sions of an average industrial company. In order to accomplish his job 
thoroughly and successfully, an auditor must have a clear understand- 
ing and knowledge of the requirements and relationships of the various 
functional divisions of an organization and their respective position in 
the whole organization of which they are a part. It appears as though 
much time should be devoted to this situation, and I am sure that I per- 
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sonally would emphasize it more if I were to teach the course again. 
As mentioned before, there was some thought given to this particular 
subject during the first evening, but it was brought out more as a com- 
mentary in explaining the objectives of the course than as a point to 
be given the complete attention of the group for a sufficient period of 
time so as to establish at least the fundamentals in each one’s mind. 

Thus ended a year of teaching experience for a greenhorn. He 
made a lot of preparations—some good—some bad. A great many things 
that were developed were not used at all, but there were many, many 
experiences, and we all learned. There was no question about that. Who 
learned more, the students or the teacher, I don’t know, but one thing 
is sure—if the students learned anywhere near as much internal audit- 
ing as the instructor, they should prove to be pretty good auditors. 


Study the unusually successful people you know, and you will find 
them imbued with enthusiasm for their work which is contagious. Not 
only are they themselves excited about what they are doing, but they 


also get you excited. 
—Paut W. Ivey. 








INTERNAL AUDITING IN THE 
DEFENSE MOBILIZATION” 


By H. C. M. COBB 


Assistant Comptroller, Worthington Pump and Machinery Corporation 


In order adequately to carry out his testing and appraising in the 
light of management’s problems, the internal auditor must know and 
understand what management’s current problems are. Under today’s 
governmental emergency controls, management’s problems are different 
from those before the defense effort began. Internal auditors can make 
a valuable contribution to the defense effort by pointing out the advan- 
tages and disadvantages of different methods of operating under the 
various governmental emergency restrictions. 


N appraisal of the responsibilities and opportunities of the internal 
A auditor in relation to our country’s present mobilization for de- 
fense requires that we try to find the answers to four broad questions, 
namely: 


1. How do the internal auditor’s responsibilities change when the 
company management's problems change? 


to 


What lessons did we learn from doing business under govern- 
mental emergency controls during the last war? 


3. How did management’s problems change when the present mob- 
ilization controls were imposed? and 


4. What special contribution can the internal auditor make to the 
defense effort? 


HOW DO THE INTERNAL AUDITOR'S RESPONSIBILITIES CHANGE 
WHEN MANAGEMENT'S PROBLEMS CHANGE? 


RESPONSIBILITIES OF THE INTERNAL AUDITOR 


As a recognized starting point for a discussion of this question, it 
may be well to refer to the “Statement of Responsibilities of the Internal 


*Presented at the Virginia Accounting Conference held at the University of Richmond. 
April, 1951. 
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Auditor” issued by Tue Institute or INTERNAL Auoprrors. The reader 
will recall that this statement names the overall objective of internal 
auditing as assisting management in achieving the most efficient admin- 
istration of the operation of the organization. This total objective has two 
major phases, namely: (1) the protection of the interests of the organ- 
ization, including the pointing out of existing deficiencies to provide a 
basis for appropriate corrective action, and (2) the furtherance of the 
interests of the organization, including recommendation of changes for 
the improvement of the various phases of the operations. 


RELATIONSHIP OF INTERNAL AUDITING TO MANAGEMENT CONTROL 
In order to answer our question, it is also necessary that we come 
to some agreement as to the nature of management control. For the pur- 
pose of this discussion I offer the following list of five activities as con- 
stituting management control, when considered together: 
1. Providing an organization with clearly defined responsibilities, 
authorities and relationships. 


to 


Promulgating a general system of operating plans and policies. 

3. Establishing a system of methods and procedures to guide and 
regulate the activities of each department, with “built-in” 
checks and balances. 

4. Establishing a system of records and reports, both accounting 

and non-accounting. 


Wr 


Providing a system of internal auditing to test and appraise the 
adequacy and operation of the other four management “con- 
trols.” 


RELATIONSHIP OF THE INTERNAL AUDITOR TO THE CONTROLLER AND THE 
Pusiic ACCOUNTANT. 

A very brief consideration of the relative responsibiliites of the 
Internal Auditor, the Controller and the Public Accountant may serve 
further to refine our problem. 


The public accountant is engaged by management or the board 
of directors to review the financial operations for a year and the finan 
cial position of the company at the end of that year, and to see that the 
accounting “controls” are functioning properly. In that capacity he also 
has an obligation to the stockholders and the general public. 


The position of controller has grown into one of a financial and 
business advisor to his fellow members on the management team, in 
addition to being responsible for the accounting operations. by the means 
of interpreting trends and results from the figures and reports, 
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The internal auditor is becoming a business analyst, investigating 
and reporting on the various operations of the business. His principal 
objective is to see that the management controls are adequate and are 
operating so as to assure that the operations are being carried out in 
accordance with management's policies, plans and procedures. 


Tue INTERNAL Aupitor’s Activities Do CHANGE 

Considering these responsibilities and relationships, we can readily 
see that the internal auditor’s testing and appraising reach across all 
departmental and organizational lines. 


Also, it is evident that the internal auditor today must be very 


sensitive to management’s changing needs and requirements. In order 


adequately to test and appraise in the light of management's problems, 
he must know what management's problems are. Internal auditing is 
a service to management, helping management satisfy itself that the 
various departments are operating in the prescribed manner. Because 
of the internal auditor’s ability to bridge the inter-department gap, he 
is in a good position to understand the problems of the separate depart- 
ments in relation to management’s over-all problems. 


WHAT LESSONS DID WE LEARN FROM DOING BUSINESS UNDER 
GOVERNMENTAL EMERGENCY CONTROLS DURING THE LAST WAR? 


During the last war, as we all know, manpower was a serious prob- 
lem. Manpower was drafted from all departments and in many cases 
this caused a tendency to relax established controls in order to get the 
immediate work done. It is only natural of course to break rules and 
relax controls when the major emphasis is on producing more goods at 
a faster rate, but it is a source of considerable danger. Management, 
controllers and public accountants were seriously concerned and called 
upon the internal auditors to expand their activities so as to mitigate 
this danger. 


At the same time, the manpower shortage hit the internal auditing 
department too. It became increasingly difficult to carry out the normal 


MR. COBB is Assistant Comptroller, Worthington Pump & Machinery Corpora 
tion. His previous position with that company, beginning in 1942, was General Audi 
tor. 

Mr. Cobb was educated in Europe. His business experience includes three years 
in international banking and ten years in public accounting. He is a Certified Public 
Accountant of the State of New York and is a member of the American Institute of 
Accountants 

Mr. Cobb is a member of Tue Instirutre or Inrernat Avuprrors and is cur 
rently serving Tue Instirute as its Vice-President and Chairman of the Committee 
on Internal Auditing Principles and Practices. He is also a member of the American 
Management Association 
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internal auditing activities. In many instances the shortage of manpower 
created gaps which management could not fill except by calling upon the 
internal auditing department. 


I think the most valuable lesson we learned from our experi- 
ence during the last war was that it is increasingly important to know 
and understand management's problems. Also, we must recognize the 
weaker links in the system of management controls. With this under- 
standing we can be sufficiently selective in our investigations and reports 
and our testing and appraisal so as to lessen the dangers of relaxed con- 
trols and, at the same time, carry out the special assignments which grov 
out of management’s changing problems of operating under the govern- 
mental defense effort. 


HOW DID MANAGEMENT'S PROBLEMS CHANGE WHEN THE PRESENT 
MOBILIZATION CONTROLS WERE IMPOSED? 


Today the internal auditor must know and understand such prob- 
lems as the various ways of doing business with the government, the 
different types of government contracts and allowable costs and expenses 
thereunder, contract termination settlements, price controls, priorities 
and allocations, materials use limitations, etc. 


Management generally is faced with the problem of satisfying the 
increasing demands of the defense effort and, at the same time, main- 
taining satisfactory relations with regular customers. In many ways this 
problem is more pressing now than during the last war when the war 
effort excluded consideration of consumer needs. In the present situa 
tion civilian needs are recognized but made secondary to the growing 
defense procurement program. Nevertheless, those industries which use 
large amounts of materials already under allocation virtually have been 
relegated to the same basis as they were during the war. 


Doinc Business With THE GOVERNMENT 
As an example of the special problems of operating in the defense 
mobilization program, let us consider very briefly the two major types 


of government procurement contracts, the cost type and the fixed price 
type. 


Cost type contracts may be further classified as (a) cost plus a 
fixed fee, (b) cost plus a percentage of profit and (c) time and materials 
cost. In this type. allowable costs and expenses are determined under 
Section 15 of the Procurement Regulations, the Statement of Contract 
Cost Principles. The government has the final say in determining the 
allowable costs and expenses and there are many other restrictions on 
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management which create special problems. Without going into details 
I might point out that, unless a company is fully familiar with all the 
provisions, regulations and restrictions, it may be shocked to discover 
that it is receiving less than cost as computed under normal accounting 
methods. 


Fixed price contracts may be classified as (a) those requiring public 
bidding, (b) those negotiated with individual companies, (c) those sub- 
ject to price redetermination, and (d) trial or “target” price contracts. 
Under fixed price contract the company computes its own cost and 
profits, but price redetermination clauses require satisfying the govern- 
ment that the profit is fair and reasonable. Furthermore, there has 
crept into the negotiation of fixed price contracts something we had 
only in a limited way during the last war, namely the submission of 
cost analyses. I don’t believe it was ever the intention of the government 
to use these analyses as a means of obtaining further price reductions, 
particularly since such contracts are subject to renegotiation. Neverthe- 
less, I understand that there has been a tendency for many government 
contracting officers to use these analyses for just that purpose and to 
apply the provision of Section 15 as a guide to what is a reasonable 
profit. 


Renegotiation is with us again. Care must be exercised in determin- 
ing which contracts are subject to renegotiation; the presence or absence 
of a renegotiation clause in the contract is not the final criterion. The 
Renegotiation Act of 1951 contains a new provision relating to frac- 
tional renegotiation. It is a relief provision which must be carefully 
studied to get the utmost benefit; proper classification of equipment has 
a great deal of bearing on determining the proper exclusions. 


Negotiations for a certificate of necessity are much more compli- 
cated than during the last war because of the new provisions covering 
varying percentages of the cost of a facility which may be amortized. 


Many new problems and a great deal of work is being created 
by the orders of the National Production Authority, especially the Con- 
trolled Materials Plan. Additional study and planning work has been 
imposed on management by the ceiling price regulations of the Office 
of Price Stabilization. One bothersome feature of operating under all 
these governmental rules, orders and regulations is that their effects 
cut across departmental lines. Adjusting to and complying with price 
ceiling regulations, for example, affects both sales and financial plan- 
ning and often many other parts of the business. 


Other rules and regulations relate to subcontracting relationships, 
which are becoming prevalent again. New production facilities are being 
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built and old ones expanded. More production and faster output is again 
receiving the primary emphasis. Management skill is again becoming 
diluted. Again we are seeing the tendency to disregard established pro 
cedures and relax internal controls, with its attendant dangers. 


FINDING THE BALANCE 

In many industries there is one important difference between these 
problems today and those during the last war. Now many managements 
are still trying to avoid losing too much of their business with peacetime 
customers while creating additional production to satisfy the increas 
ing demands of the defense effort. The satisfactory working out of this 
problem will undoubtedly require the concerted efforts of everyone, both 
in industry and government. 


WHAT SPECIAL CONTRIBUTION CAN THE INTERNAI. AUDITOR MAKE 
TO THE DEFENSE EFFORT? 


By far the most important requirement of the internal auditor 
under these conditions is an understanding of management's special 
problems. He should have at least a working knowledge of the various 
governmental controls, rules and regulations and their effect on the 
operations of each department of the business. Then, in the course of 
his investigating and reporting, he can serve management importantly 
by pointing out the dangers and advantages of different plans and meth 
ods of operating under those controls. 


For example, if he knows and understands them he can point out 
the dangers and advantages of the different kinds of government pro- 
curement contracts. He can play an important part in helping the sales 
management negotiate the right type of contract with the most appropri- 
ate provisions for determining cost if required. He <an assist in main 
taining proper control over cost analyses. He can carry out investiga 
tions to help assure compliance with all the many emergency orders 
and regulations. 


He can point out to management many of the troubles that were 
experienced and the lessons that were learned during the last war and 
help to see that procedures are established to avoid those troubles this 
time. At the same time he can be most helpful by disseminating an 
understanding of management’s policies regarding government controls, 
government contracts and defense business to all levels of the expanded 
organization. 


It is more important now then ever that the internal auditor refine 
his objectives, methods and programs so as to fulfill his primary function 
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of appraising and reporting on the operation of the management con- 
trols in the most efficient manner. Now is the time when every internal 
auditing department in the country should test its activities in relation 
to the standards and objectives set forth in the “Statement of Responsi- 
bilities of the Internal Auditor”. 


Internal auditors should profit by the lessons of the last war. They 
should anticipate the manpower shortage in the operating departments 
and in the internal auditing department. They should recognize the 
increasing relaxation of internal controls as pressure for defense pro 
duction increases, and should know where the danger spots are. They 
should expect many special assignments arising out of the necessity 
of operating in accordance with governmental emergency regulations. 
They should become more selective in their activities so as to use their 
limited time most effectively. It is still the responsibility of the internal 
auditor to assure management that it is enjoying the best possible con 
trol over the operations of the business that can be expected under the 
circumstances. 


I believe that internal auditors in industry today will live up to the 
responsibilities I have outlined. Only by serving management in this 
manner can the true role of internal auditing be fulfilled 


A smile does go further than most men realize. All the ability in 
the world won't make other people want to work with you, or under 


you, or over you, if you fail to control your temper and emotions. 


—D. W. 


Ficcis. 





HUMAN RELATIONS WITH 
MANAGEMENT” 


By GLENN T. BODMAN 


Assistant Controller of the Continental Oil Company 


A prime responsibility of the internal auditor is to help assure that 
management's policies are being carried out. Practically every company 
management today has a definite policy of developing better human 
relations among employees; in some companies huge sums are being 
spent to implement this policy. Here is a challenge: are we doing all 
we can to further our managements’ human relations programs? 


UMAN relations in industry are receiving increasing attention. 
This is evidenced by the huge sums that are spent for various 

forms of employee benefits, for industrial relations departments, em 
ployee training courses (utilitarian as well as in humanities) and by 
various other means of developing better human relations among em 
ployees. 

The internal auditor can materially aid in effecting this better rela 
tionship by demonstrating his interest in these programs, and by carry 
ing management's interest in employees to the employees and reflect 
ing back to management the interest of employees in the enterprise, and 
by suggesting how the intensity of human interest in industry may be 
enhanced. 


In modern industry it has been necessary for management to dele 
gate authority to large numbers of supervisors. This growth in organiza 
tion size has developed a gulf between management and the operating 
personnel which it must direct. It is through better human relations 
that the waters of this gulf may be warmed with human feelings of the 
supervisor for the supervised and of the supervised for the supervisor 

Mr. Webster could give me no help on the definition of “human 
relations”. I give you therefore my understandings of this term. I hope 
it will not become a catch word, since that has thrown into oblivion 
many high-sounding and well-intentioned philosophies. 

To me human relations means primarily the getting along with 


one’s fellow beings whether internationally, within the nation, within 


*Presented at a meeting of the Tulsa Chapter. 
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the community, in the office, in the shop, in the professions and societies, 
or in the family. It means understanding and being understood. It 
means respect for others and the ideas of others. It means standing for 
those principles which will raise mankind to the heights destined by 
his Creator. Wherever we internal auditors contact our fellow beings 
by the spoken or written word, by association, or in any endeavor in- 
volving humans, good human relations are important to us. It should 
be the keystone of our profession in the sense that “keystone” is “a part 
or force on which associated things depend.” 


Although the Chinese are currently in disrepute, I believe the say- 
ing of Confucius is quite pertinent. 


“What a misunderstanding one has said is the language 
of a foe; what an interested one has said is the language 
of a friend; but what an understanding one has said is the 
language of a kinsman.” 

In bygone years an anonymous philosopher said: 

“The most likeable and livable quality that any human 
being can possess is understanding. Understanding is a 
vision that enables us to see things from another’s point of 
view. It is a generosity of spirit that concedes to others the 
right to their opinion and individuality. It is a breadth of 
mind that enables us to want those we love and respect to 
be happy in their own way and not ours.” 

In reviewing several articles setting forth the qualifications of a 
successful internal auditor, I was disappointed to find so little emphasis 
on personal qualities that lead to better human relations. The internal 
auditor is in contact with all strata of management and line employees 
from the president down to the office boy. He must be versatile in his 
personal contacts and adjust himself to the person whom he is address- 
ing or with whom he is working. His career will be much more suc 
cessful if he has a pleasing personality, if he is tactful in ail of his 
contacts, if he is diplomatic in presenting his views and findings, and 
if he is always courteous regardless of the position of the person with 
whom he is dealing. Above all he must be understanding and keep his 
mind open to the ideas of others. 


MR. BODMAN is Assistant Controller of the Continental Oil Company of Ponca 
City. Oklahoma. He has been affiliated with that Company since 1918. Since 1928 
he has been in the company’s Ponca City office holding various accounting and 
auditing positions, serving successively as chief manufacturing accountant, chief 
accountant and general auditor. In 1948 he was promoted to his present position, 
Assistant Controller. 
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a speaker and has addressed conferences of the N.A.C.A. and the Finance and Account 
ing Committee of the American Petroleum Institute. 
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Unfortunately there still exists in the minds of many a feeling that 
the auditor is a spy or a detective whose sole purpose in life is to “pin 
something” on somebody. It is unfortunate that as a class the internal 
auditor still has a vast amount of ground to cover to dissipate this feeling 
that unfortunately exists, not only among the rank and file but among 
members of management. A competent top executive who has planned 
various programs for better human relations will not welcome the in- 
ternal auditor who, by his attitude, by his reporting, and by his bearing 
is tearing down the structure which that executive has strived so hard 


to build. 


This does not mean that the internal auditor must also be a “Polly- 
anna”, because management has charged him with many responsibili- 
ties. One is the reporting of facts concerning the fulfillment of policies 
laid down by management. Also, he must see that the properties and 
rights of his employer are adequately safeguarded. But all of this may 
be done with a generous leaven of understanding and of human inte 
rest. If management knows that the managed have had their “day in 
court” and that the auditor has given due weight to all interests in 
volved, with no intention on his part to rise in management’s favor 
through failure of others, then management knows it has an internal 
auditor imbued with the spirit of good human relations. 


There are many qualities associated with the development of hu- 
man relations, including skill, tact, poise, competent judgment, knowl 
edge of human nature, diplomacy, consideration, and sensitiveness to 
interpretations and reactions. 


Along with the knowledge of company operating policies, it is im- 
portant that the internal auditor not only understand but take and 
show an active interest in the personnel program of his company, be 
cause it is in this way that he can get the spirit as well as the letter of 
management's plans and policies. 


Regardless of the officer to whom the internal auditor reports he 
establishes contact with all levels of management through his oral 
reports, through his written reports, or through impressions he has cre 
ated in the course of his work, which eventually come to the notice 
of the management. These impressions are his personal human relations 
with management. Consequently we may consider that there are few 
positions in an organization where the ability to get along with people 
is more important that that of the internal auditor. Yet how easily he 
may dissipate years of “good impressions” by an ill-chosen inflection of 
his voice, by the poor choice of words in conveying his ideas, or by a 
moment of indiscretion in the fulfillment of his assignment! He should 
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realize that, though he is one who is auditing many, there are many who 
are auditing the auditor. 


If in his reports to management he gives credit where credit is due, 
if he shows interest in the ideas of others, if he can learn of defects 
in personal relations within the organization that may be seriously 
affecting the efficient operation of a particular district or department 
and present these findings in an understanding manner, then he has 
demonstrated human relations. 


To accomplish these objectives the internal auditor must first of all 
get his own thinking set straight, freeing his mind of suspicion of others 
as to their honesty, industry, carefulness, and competence yet being 
alert to any digressions from required standards in these qualities. While 
we can never withhold important truths however unpleasant they may 
be, we can by thoughtful and careful phrasing present them in a man- 
ner as inoffensive as is consistent with the facts. The auditor must adjust 
what he has to say to the reception of his listener. In other words, con- 
centrate on him and do not “talk to yourself,” or you are very likely 
to be misunderstood. 


Especially in your contact with executives, time must be carefully 
budgeted when giving either an oral report or a written report. A little 
thought in this respect can enable you to tell your story in a very effec 
tive manner and not become boring to the executive. 


Necessary criticisms must be kept on the level of constructive ideas 
and not destructive comments. Keep bias and partiality out of your re- 
marks but have the courage to state the facts at all times, regardless of 
where the chips may fal]. Maintaining a fair and impersonal attitude in 
bringing forth conclusions based on logical and orderly thinking will do 
much to cultivate healthy human relations. 


The very nature of the auditor’s work makes him a critic; if he does 
not watch the style of his report, he is in danger of drifting into the 
use of phrases that carry much harsher connotations than intended. 


In reporting to executives, the auditor should carefully present 
his findings so that the executive will be helped to accomplish his execu- 
tive objectives better. 


The department head's standing with management will be no bet- 
ter than the composite rating of his staff. The auditor-in-charge there- 
fore must be certain that he has a staff fully qualified not only from 
the standpoint of technical skill but also from the angle of human rela- 
tions with management, with supervisors and with the organization as 
a whole. 








APPLICATION OF INTERNAL AUDITING 
PROCEDURES TO SHOP OPERATIONS" 


py As @ FECTS 
Senior Auditor, Western Electric Co., Kearny, N. J. 


In manufacturing companies the information derived from the 
shop cost-accounting records is used by upper levels of management as 
the basis for important decisions, for future planning and for policy 
making. The internal auditor’s responsibility for appraising the relia 
bility of the accounting records and other managerial control data is 
not fully discharged if he neglects the records of factory operations. 


HE necessity for reviewing shop cost-accounting operations has not 

always been fully recognized, either by the auditing profession or 

by management. The nature and complexity of the subject may be one 
reason why this field has not been more widely and fully explored. 


The internal audit of shop costs must of necessity cover a great 
variety of specialized operations peculiar to the particular company in- 
volved. There are, however, certain broad accounting and control prin 
ciples which are generally applicable to manufacturers operating a 
standard cost accounting system. 


The objective of internal auditing, in broad terms, is to assist man- 
agement in achieving effective administration of the operations of the 
organization. This objective is not completely fulfilled unless the audit 
includes a periodic examination and appraisal of the company’s cost 
accounting operations. There are two principal reasons why this is so 
First, since the information derived from the cost system is used by 
upper levels of management as the basis for controlling operations and 
for future planning and policy making, it is essential that these data 
be subject to an independent check to make sure that it is thoroughly 
reliable. Secondly, weaknesses in internal controls existing in the shop 
areas can easily result in loss to the company which may continue unde 
tected over a long period unless those controls are subjected to periodic 
independent appraisal. 


*Presented at a meeting of the Education Committee of the New York Chapte 


59 








60 The Internal Auditor 


The audit of cost records falls into two broad catagories: (a) re- 
views to assure the fundamental soundness of the standard costs and 
(b) periodic checks of current shop operations to see that results are 
accurately recorded and internal controls are functioning properly. 


A. REVIEW OF STANDARD COSTS 


The development and preparation of new or revised cost standards 
may be instituted at short or long time intervals, depending on the vol- 
ume of costs, the expense to revise standards and the necessity for 
change. The audit objectives should be to determine that: (1) company 
policy has been adhered to, and (2) the standards are soundly con- 
ceived. Higher management should have independent assurance that the 
standard costs have been developed in accordance with company policy. 
that the standards are realistic and that they provide goals not too easy 
or too difficult of attainment so as to furnish a reasonable measurement 
of operating performance. 


B. CHECKS OF CURRENT SHOP OPERATIONS 


The audit of current shop operations and related internal controls 
will be discussed under specific topics subject to regularly scheduled 
review. 


1. INVENTORIES 

While most auditors review inventories at the time of the year-end 
closing of the accounts, they should be equally alert to their responsibil- 
ities in regard to the monthly inventories used to determine production 
data, piece work payments, and many types of variances. This is true 
because of the marked effect that these inventory figures can have on 
operating statistics and the periodic calculation of profits. The auditor 
should familiarize himself with the shops, the processes, the cost pro- 
cedures, the personnel and the methods of taking the physical inven- 
tories. This can be accomplished by studying instructions, attending 
inventory conferences and by personal observations. He should pay par- 
ticular attention to “paper” inventories to be sure that they are not 
duplicated in the physical counts due to misunderstanding. He should 
make sure that goods in transit, material received not invoiced and sim- 
ilar inventories have been properly accounted for. He should obtain 





MR. TUTTLE is a Senior Auditor of Western Electric Company. He has been 
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ing and auditing at several locations of the Bell System. Since 1945, Mr. Tuttle has 
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direct confirmations that the consignment records properly reflect actual 
quantities and values. He should scrutinize stock records for obsolete 
items and overstocks. 


Adequate checking of the standard costs used in evaluating inven- 
tory items are especially important. Extensions (quantities multipled 
by standard costs) should be amply tested and the summaries compared 
with the ledger balance. Finally, scrutinize all inventories for reason- 
ableness and glaring errors and compare them with previous inven 
tories. 


2. Propuction Data 
(a) Labor and Wage Incentive Plans 


Make periodic checks to assure that the classification of labor costs 
as between direct and indirect labor is being properly accounted for 
and compare them with the payroll payments. Pay particular attention 
to the classification of labor costs chargeable to capital and direct expense 
accounts. Investigate whether or not the wage incentive plan is being 
properly administered. Look for errors such as credits for the same work 
recorded by the different shifts, individual operators recording the same 
work more than once, inflated counts, orders broken up into a series 
to obtain additional credit for set up time, inaccurate scales for weigh- 
ing piece work production, inaccurate tare weights of containers, inac- 
curate conversion tables, etc. Incorrect or obsolete piece rates may be 
used, so the auditor should check the piece rates by comparing them 
with the approved rates on file. Operators sometimes divert (inten- 
tionally or otherwise) deliveries from sub-contractors into the regular 
production line for additional pay credits. Be sure that blanket credits 
(for example, credits for work interferences) are properly defined 
Reconcile good production with production paid for under the wage in- 
centive plan. To summarize, there is a worth-while opportunity to apply 
fundamental auditing procedures in reviewing the operation and admin- 
istration of wage incentive plans. 


(b) Labor, Burden and Material Costs 


Review the computations of production quantities. This means 
checking output summary data to source information. A further check 
should be made of standard costs used to evaluate such quantities and 
the computations of the labor, burden and materials cost elements. 


(c) Variances 


In order that the accounting results may reflect current conditions, 
be certain that the analysis of material, labor and expense variances. 
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substitutions of materials, changed layouts, material price variances, 
etc., is being performed currently. Otherwise, inaccurate information 
may be furnished to management during the year. 
(d) Other 

Do not be satisfied to check only the paper work originated in the 
shop areas—observe the shop operations. Look for deviations in the actu- 
al operations from the established standards. Have new machinery or 
processes been introduced; are layouts and drawings up to date; are 
material substitutions being made; are precious materials or items of 
high value being properly safeguarded; are safety measures being ob- 
served; are watchman and service functions adequate? 


3. Scrap MATERIALS 


Another phase of shop audits covers the handling and accounting 
for scrap since a considerable amount of such material results from oper- 
ations in nearly every manufacturing plant. The sources of such secon- 
dary materials may be products below standard, or products damaged 
because of faulty materials or tools, operator carelessness or other 
causes. In any event, be alert to such possibilities as failure to originate 
and approve scrap tickets, lack of control of source data, short recording 
and over-shipments of materials to the reclamation organization, em- 
ployees secreting or disposing of defective work, and scrapped products 
being added to the loads after the trucks have passed the inspectors. 
Routine tests should be made of descriptions on scrap tickets to see that 
they indicate the stage of operation where the scrapping occurred so 
that the scrap records may be properly valued. Care should be used 
in investigating the methods of disposal, including the receipt of bids, 
since scrap is easily diverted and fraudulently disposed of. 


+t. STOREROOMS 


The organization and the procedures followed in storerooms should 
be carefully scrutinized. Particular care should be exercised to see that 
the physical handling and the record-keeping functions are divorced 
from each other and that adequate safeguards are provided, particu 
larly for those items of an attractive nature. Physical counts should be 
made periodically by the auditors and reconciled to the stock record 
cards. Also, test check record postings to source details and verify 
mathematical accuracy of the stock records. In addition, overstocked 
and obsolete stock conditions noted should be referred to management 
for review and action. 


While the foregoing stresses the fact that the internal auditor’s pri 
mary function is to make an independent check and appraisal of shop 
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cost-accounting operations and results for management's information 
and use, he should not lose sight of the fact that the secret of good rela 
tions lies in team work and every effort should be made to maintain 


a helpful and friendly relationship with the operating organizations. 


The audit of shop cost-accounting operations and related internal 
controls presents a real challenge to the internal auditor to use his best 
judgment and his imagination to the end that he may be the greatest 


possible assistance to management in this important field of company 
operations. 


How strangely men act. They will not praise those who are living 
at the same time and living with themselves; but to be themselves 
praised by posterity, by those whom they have never seen nor ever 
will see, this they set much value on. But this is very much the same 
as if thou shouldst be grieved because those who have lived before thee 
did not praise thee. 


Marcus AURELIUS 











HOW THE AUDITOR CAN ASSIST 
MANAGEMENT IN REPORTING ON 
AUDITS OF FACTORIES AND BRANCHES 


By J. P. GLASER, President 


Chamberlin Company of America 


Here are some refreshingly candid ideas “of what a man who sits 
in the corner office would like to see in an auditor who checks on the 
work done in the factories and branches.” 


I want an auditor to be an emissary of good will. I don’t mean that he 
makes his entrance as a “hail fellow well met,” full of enthusiasm 
for new schemes which are going to make the business better. Instead, I 
want him to appear as the solid man of the organization—one who can, 
if necessary, discuss the new sales plan, but doesn’t run away with it. 


I want him to be welcomed by the branch or factory managers as 
the one man in whom they have implicit confidence that when he gives 
an opinion, it represents the business end of the enterprise, and not the 
glowing promises that might be expected of other departments which 
are engaged in the spending of money. Nor do I want an auditor to 
acquire a reputation of being a trouble-maker. Some men have acquired 
the reputation of causing up-sets on their visits, even though their abil- 
ities as auditors are recognized. It is true, of course, that some of the 
checking of accounts and the discovery of errors are often unpleasant. 
and cause discussions which sometimes get heated; but in my book, an 
auditor never loses his temper. 


Factory and branch managers are rarely selected because of their 
knowledge of bookkeeping or bookkeeping terms. Instead they are grad- 
uates or students of training courses, either school or practical, which 
qualify them for their particular kind of work. Some of them under- 


stand the reason why records must be kept, but many of them think 
that bookkeepers and accountants were born just to bedevil them. Yet 
some of these men would be better managers of their jobs, if they 
understood that the auditor is trying to keep them from stumbling 
around. 
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The best time to offer advice as to how corrections can be made, 
and the work improved, is after the job of auditing has been done. In 
that way the expert factory or branch manager sees the length of time 
it takes to straighten out some things that could have been done in per 
haps 10% of the time. When suggestions are made during the course 
of the audit, the man unaccustomed to bookkeeping terms frequently 
gets lost and thinks you are trying to confuse him. 


Arguments never win arguments. A good listener usually comes 
out on top, particularly if the arguer gets way out on a limb, as he usu 
ally does, and then gets a dignified but intelligent explanation. 


I like to get a quick answer to any problem presented to our ac 
counting department. My general experience |is that most auditors are 
reluctant to make any kind of a report until it balances right to the 
penny. That kind of accuracy is not necessary in the first report. Deci- 
sions of management are not made on pennies, rather on the nearest 
thousand, speaking in dollars. 


When the Monday morning mail is in, I want to know before 
noon how we made out in the preceding week. Did we make a gain or 
loss in sales, and approximately how much? How were new contracts? 
Do they show an improvement over a year ago, or the week before? 
Do they indicate any new trend up or down? On the basis of the infor- 
mation I get on Monday, I can make plans for the current week, but 
this I cannot do if I have to wait until everything is balanced up the 
following Thursday or Friday. In my book, the best auditor tells me 
quickly the information on sales, contracts, backlog, collections, disburse- 
ments—all of the things that affect our business. 


In any accounting procedure, an employee’s stewardship is at stake, 
and an auditor must be absolutely impartial. He takes things as he 
finds them; not as he hopes they will be. It is no reflection on any 
department head, branch or factory manager to have an auditor drop in 
suddenly and check up accounts. That is standard procedure. The man 
who objects immediately creates a suspicion that something might be 
wrong. 


Frequently we find the most serious discrepancies in the places 
where we least expect them. I am not concerned about a few minor 
errors in bookkeeping, in addition, or subtraction, but I am concerned 
if the discrepancy in a man’s accounts is serious. If in an audi 
tor’s opinion it might be serious, he owes it to me to let me know at 
once. He is making no charges; he is simply reporting on what might 
need further investigation beyond the duties assigned to him. But if he 
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makes any attempt to protect the man whose accounts are audited, he 
might better have stayed at home because he has failed in his mission. 


Sometimes in the course of a routine check-up, the auditor dis- 
covers some infractions of some laws that the factory or branch man- 
ager may or may not know about, or he may have a misunderstand- 
ing as to how far it applies to his particular business. Where the viola- 
tion is minor and the result of some misunderstanding, I would expect 
an auditor to explain it and institute corrective measures. If the infrac 
tions are serious, or if there is any reason to believe that they were pre- 
meditated, I want a report on all of the circumstances. 


I doubt that any reputable business will countenance a violation 
of any law, even though there may be an objection to the way it was 
written. And yet management can do nothing about violations unless 
the report from the auditor is complete. 


In addition to determining the accuracy of our books, and of the 
reports necessary between factories, branches and home office, I want 
the auditor’s frank opinion as to the house-keeping that is done in each 
branch or factory. I cannot believe that good work can be performed 
either in the factory or in an office when the premises are not kept 
orderly, neat and clean. 


When I have occasion to inspect a factory or branch, I pay very 
little attention to the center of the floors or the main aisles. Everybody 
keeps them clean. I am concerned with the corners, where it is easy 
to accumulate dirt, scrap, and other things, which only show up once 
a year. 


I remember one inventory at one of our factories. We followed the 
usual procedure of counting, tagging, checking. pulling cards and doing 
a job of general house-cleaning. We had an extra man to help clean 
up one of the floors. He did a fine job of sweeping the floor. I was just 
about to leave satisfied, when I suddenly found that all of the sweepings 
were being pushed under one of the work benches. The man was quite 
surprised to find that we not only wanted the floors clean, but the spaces 
underneath tae benches and machines as well. 


MR. J. P. GLASER is president of The Chamberlin Company of America. He 
has been affiliated with that company since 1910 when he joined the company as 
advertising manager. Since then he has acted in the capacities of sales manager. 
branch manager, executive vice-president and, since 1945, as president 


Mr. Glaser is active in civic affairs in his native Detroit. He is a member of the 
Board of Directors of the Community Chest of Metropolitan Detroit and for over 
thirty years was an active participant in the annual campaigns 
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Even casual house-keeping inspections frequently bring up the 
matter of safety regulations. Too many times at the beginning of a year 
all electrical connections are inspected, fire extinguishers examined and 
refilled, and then they are forgotten until the following year. Of course, 
the men in the factory should understand that safety regulations are 
as much for their protection as they are for the protection of the property 
of the employer. Yet without constant supervision, wires are crossed; 
switch boxes are covered up; material blocks fire extinguishers; and 
supervisors and superintendents even get into the habit of gradually 
lessening their vigilance in watching safety regulations. But the auditor 
who comes in a plant without any prejudice can frequently observe 
things that have escaped the attention of workers and supervisors. Per 
haps there are concerns that will tell you that that is none of your busi 
ness, but I maintain that in a complete audit or inventory report, the 
matter of housekeeping and safety is just as important as that the pay 
roll balances down to the last cent. 


To the same extent I would like to have a general report on the 
deportment of the staff operating under each factory or branch manager 
I recognize that each business must have its own set of rules regarding 
hours, assignment of work, and other schedules, but I also believe that 
in a visit of even one day, I can get a good idea of how efficient the 
staff is when I observe how they conduct themselves in relation to their 
work, their fellow employees and the department heads. 


Where possible the visit of the auditor should be made on a pay 
day so that he may check not only the report of payments made to 
employees, but also make the distribution personally. It is no reflection 
on any department head to have this done, because the visit is made 
not only to detect errors of omission and commission, but likewise to 
find ways and means of improving the allocation of work and the hand 
ling of details. Sometimes surprising results are obtained in this manner 


In one of my earlier experiences, I found that a pay roll was being 
disbursed in cash. The workmen turned in their time cards showing the 
correct number of hours, and the correct rate according to agreement. 
I also found that occasionally workmen were asked to sign blank receipts 
for the money given to them on the plea that the man in charge had 
had a very busy day and was not able to have the receipts made out in 
advance, so he asked these men to sign their receipts and he would 
put in the correct amount later. Later we found that the amount put on 
the receipt was at a higher rate than the amount put on the man’s time 
card. This was very cleverly done because it was not a weekly procedure. 
but just often enough so that the man disbursing the money had another 
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extra source of income outside of his regular pay. In plain words, he 
had found a new method of cheating his employers and this would 
not have been discovered without actually getting into the payroll 
myself. 


I think help can also be given to the office staff on visits of this 
kind. We sometimes have very painstaking employees who accept new 
instructions from the home office as to a new type of report, but not 
understanding fully that it takes the place of an old report, or because 
they do not understand it, they keep duplicate records, one set for the 
home office and one set that they use themselves. This not only causes 
extra work which is costly, but frequently results in misunderstandings 
which can result in the loss of valuable employees. 


Time can very profitably be spent in observing just how entries 
are made. Sometimes a man becomes meticulous in observing what he 
thinks are the fine points, and completely muffs the ball on his under- 
standing of the need of reports as a means of doing better work. 


On one of my early calls, after spending some time with one of 
our own men, I was asked this question, “When you open a ledger 
account with a customer, do you put down Jones. Richard P.. or do 
you start the page with Richard P. Jones?” At that particular time. that 
was quite important to him; thirty days later it was not—he was out 
of a job. 


This man started out as a producer of good business. but became 
obsessed with the idea that improvement in bookkeeping settled a lot 
of his problems. Window-dressing became his first consideration, but 
the more perfect his books looked, the worse his business became. He lost 
his sense of balance; spent a large part of his time meticulously polish- 
ing up the work of a competent bookkeeper. and lost the ability to get 
business without which there was no need for him or his bookkeeper. 


I am not suggesting that visiting auditors give advice or instruc- 
tions to branch or factory personnel. but I want our auditors to observe 
and report on their observations. Don’t be disturbed or disappointed if 
action is not taken immediately. Frequently there are other considera- 
tions that have a bearing, and sometimes the timing of appropriate 
action is all-important. 


All of this presumes that in any examination of a factory or branch 
office, the auditor not only reports on the accuracy of the figures so 
that he gets a verification for his superiors. but observation should be 
made of the neatness with which the records are kept. as well as any 
variations from standard procedure as ordered by the home office. 
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Even though you personally may question the procedure, it is still 
your obligation to back up your superiors when passing judgment as 
to whether the factory or branch is following instructions 


I was brought up in the school that taught me that I must sell at 
a price higher than my cost if I am to stay in business and make a profit 
The merchant who buys his merchandise for 30% off published selling 
prices must be sure that 30% of weekly sales will exceed weekly ex 
penses to make a profit. His is a sales problem, not a mathematical 
computation. 


But when he establishes branch stores or starts manufacturing some 
of his merchandise, he accumulates problems. If he were an expert book 
keeper or accountant, he probably would not expand his business in that 
manner. But the ambition that prompts businessmen to take chances 
leads to large corporations and they in turn prompt others to start new 
businesses. The faster the expansion, the greater the need of competent 
accountants to take the guesswork out of business 


I’ve been told at least a few times that I do not understand book 
keeping. If that means opening a set of books and keeping the records 
in accordance with a system which takes years of study to understand. 
I plead guilty. But when I get a complete statement showing all the 
facts in understandable American language, I know whether I am mak 
ing money, and I can decide on steps to be taken. I may have a manu 
facturing problem, a purchasing problem, or a sales problem, but never 
a bookkeeping problem if I have a competent auditor. So if I were mak 
ing a plea to auditors or accountants, I would ask them to please let 
me have reports that I can understand. The highest compliment I could 
pay would be to say, “He is certainly an understanding accountant.” 


Perhaps by this time you are wondering when I am going to get to 
the point of giving some expert advice on accounting and auditing. | 
confess to having little knowledge of accounting theory or practice. Over 
the years I have learned to read reports and understand them. When I 
need additional information I can make clear what I need. but I must 
still consult an expert very frequently as to how this additional informa 
tion can best be secured. I do not feel lost when our own accounting 
department keeps records that I do not understand. Nor do I feel badly 
when we employ the services of an outside C.P.A. and he prepares 
charts. tables and statistics which I can hardly follow. But when the 
final answers are given me in language and tables that I can under 
stand, I can accept with complete faith the various steps that were 
necessary to reach the final results on the last page 
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So, as far as the steps taken by an auditor or accountant are con- 
cerned, I have no suggestions to make. But in respect to the intangibles 
that go to make up a business, I strongly feel that the accountant or 
auditor who helps most in the management of business is the one who 
gives me the information that I have stressed. Perhaps you may think 
I am suggesting that our auditor should be not only an accountant but 
a lawyer as well. Not exactly, but certainly management today needs 
help in interpreting laws and regulations, many of which affect the 
operation of the business at remote points. 


Certainly you would not expect an attorney to make periodic exam 
inations of a branch office or factory. He would necessarily have to con- 
duct his examination on a question and answer basis with a secretary 
to take notes. Certainly a sales manager, if he is to retain his enthusiasm 
for the promotion of the business must keep his mind on that important 
end of the business. So, by a proceess of elimination, we see that only a 
general manager can do the job properly. But at least in my case, 
and I suspect it is true in most cases, I cannot do auditing and account- 
ing. So I respectfully submit that the accountant who does the auditing 
is the one best qualified to audit the intangibles, as well as the tangibles. 


Of course, you can say, that given the ability and the authority to 
do this kind of service for management, you could qualify for the posi- 
tion of general manager. Maybe I should have saved you all the time 
it took to listen to me by simply making the one statement—Do your 
work and make your observations as if you were the general manager, 
and maybe some day you will be one. 





Often a dash of judgment is better than a flash of genius. 


—Howarp W. Newron. 
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“THE TEEN AGE” 


ODERN internal auditing is in its teen age. It has many accom 
plishments to look back to, and enjoys the great wisdom and satis- 
faction which is typical of that age. However, like the majority of teen 
agers, it has most of its life before it, with many untapped areas avail 
able for research and mastery. A great heritage in what has been accom 
plished and an intriguing challenge in the potentialities of the future! 


We take great pride in the accomplishment of the last fifteen years 
or so—the growth and development from the days of the routine checker 
or “policeman on the beat” to the “eyes and ears of management”. But 
that very pride can be a stumbling block to greater progress. We simply 
cannot sit back admiring complacently the progress that has been made, 
but must be searching constantly for ways and means to fulfill more 
completely our obligations and thereby be of greater service to top man 
agement, to the company, and to our fellow employees. 


One of the areas in which the internal auditor may render great 
service is that of sound organization. This is true particularly in middle 
sized companies which cannot afford the cost of expensive organization 
specialists. 


The tremendous industrial growth of the last decade has resulted 
in extensive haphazard organizational development. Staff functions 
have grown frequently without management planning. Line manage 
ment simply has been forced into supplementing itself by people who 
have become specialists and who have relieved the line of specific duties 
Functions have become departmentalized, either with or without clear 
cut delineation of responsibilities and duties. 


Frequently under such circumstances the outline of functions on 
which a company is founded becomes warped and confused. Procedures 
and policies, designed originally for protection and efficient functioning. 
have become unwieldy and sometimes they are discarded. Changes 
which will result in a weakening of protective policies may take place 
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in the functions of specific departments. It is surprising how much dup- 
lication may exist by one department overlapping another: duplicate 
records; or inadequate records because one organization thinks another is 
keeping them; inefficient personnel; improper supervision; inadequate 
delegations of authority or delegation of too much authority; and a 
thousand and one other things. 


What a field for the internal auditor with his broad knowledge of 
company activities and management objectives! A sound organization 
is an outstanding tool for the most expeditious and economical accom- 
plishment of these objectives. 


There is nothing mathematical about sound organization. It has to 
be tailor-made to meet the requirements of a particular business. How- 
ever, there are certain fundamental principles which have general appli- 
cation and are considered axiomatic. These can be used by the auditor as 
a guide. 


There are other fields waiting for more intensive auditing cultiva 
tion such as purchasing, advertising, insurance, taxes, budgetary con- 
trols, standard costs, and many others. 


Adventure is where you find it. To some it lies in unexplored areas 
where civilization has never penetrated. To others it may be found by a 
series of mental gymnastics. Somewhere—somehow,, it is available to all 
who would seek it. 


We may be in our teens, but nowhere will we find a more interest- 
ing challenge for the youthful student about to embark on a business 
career, or the young man of several years’ experience, or last, but not 
least, the more mature individual who still retains that everlasting 
yearning for the wide open spaces in the realm of mental exploration. 


QUESTIONS AND ANSWERS 


QUESTION 


I have just finished a course in comptrollership and am presently 
taking a course in internal auditing. A study of the “Statement of the 
Responsibilities of the Internal Auditor” leaves me with the impression 
that many of the auditor’s functions duplicate those of the comptroller. 
It is quite confusing. Is there any way in which you could help me draw 
a clear-cut line of demarcation between the responsibilities of these two 
offic es? 

ANSWER 


It is not too difficult to appreciate the position and confusion of the 
writer of this question. There is no duplication between the two offices, 
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but it is quite a problem to delineate clearly their respective responsibili- 
ties so that the line of demarcation will stand out. Possibly the best way 
to approach the problem is to enumerate as thoroughly as we can the 
primary responsibilities of each of these offices, keeping in mind at all 
times as a fundamental that internal auditing supplements and aug 
ments through analysis and appraisal the functions of comptrollership, 
but in no case does it supplant or duplicate these activities. 


RESPONSIBILITIES OF THE COMPTROLLER 

1. Supervision of all accounting operations and personnel. 
Design, redesign, and amplification of accounting systems. 
Determination of standard accounting practices and policies 
Supervision of all physical inventories. 


On & W bo 


Preparation and interpretation of reports to: 

a. Department heads. 

b. Top management. 

c. Directors. 

d. Stockholders and the public. 

e. Banks and merchandise creditors. 

f. Securities and Exchange Commission 

g. New York Stock Exchange and other exchanges throughout 
the country. 

h. Taxing and other governmental bodies 

6. Determination that insurance is adequate 

7. Federal and state taxes. 

8. Preparation and administration of budgets and appropriations 
for capital expenditures. 

9. Advance approval of financial transactions. 

10. Maintenance of adequate records of contracts, leases, et 

11. Statistics. 

12. Special investigations. 

13. In many instances—office management 

14. Internal auditing (In a substantial number of companies the 

internal auditor reports to the comptroller 


RESPONSIBILITIES OF THE INTERNAL AupiTor (Section One) 
(Per “Statement of the Responsibilities of the Internal Auditor” 
1. Ascertaining the degree of reliability of accounting and statis 
tical data developed within the organization. 
2. Ascertaining the extent to which company assets are properly 


accounted for and safeguarded from losses of all kinds. 





*These are available in any copy of 
often 


the Statement, but they cannot be repeated too 
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3. Ascertaining the extent of compliance with established policies, 
plans, and procedures. 

4. Reviewing and appraising the policies and plans of the organ- 

ization in the light of the related data and other evidence. 

Reviewing and appraising the internal records and procedures 

of the organization in terms of their adequacy and effective- 

ness. 


Or 


6. Reviewing and appraising performance under the policies, 
plans, and procedures. 
(Section Two) 
More specifically, these duties and responsibilities could be enum- 
erated as follows, with respect to each of the following areas: 
a. Accounting and statistical. 
b. Financial. 
c. Protection of assets. 
d. Prevention and detection of fraud. 
1. Review and appraise policies and procedures with respect to 
each specific function within the area. 


to 


Ascertain the degree of compliance with established policies 

and procedures. 

3. Appraise the performance under such established policies 
and procedures. 

4. Recommend corrective measures wherever procedures are 
inadequate or ineffective. 

5. Ascertain that principles of organization have been applied 
properly. Recommend needed changes. 

6. Ascertain that proper internal controls have been main- 

tained. 


Kditor’s Note: 

These lists of duties and responsibilities, as indicated above, in the 
last analysis are one man’s opinion and undoubtedly will need additions 
or deletions in respect to any one company. It would be very interesting 
and undoubtedly constructive, to receive comments from anyone who 
has a suggestion to give, and eventually we would be glad to publish the 
consensus listing in respect to each activtiy. 





EDITORIAL REMARKS 


The following papers were submitted by students taking the In- 
ternal Auditing course at the Columbia University Graduate School of 











The Student’s Department 75 


Business in reply to the question “What has the future to offer an indi- 
vidual who starts his business career in internal auditing?” 


These papers are typical of all those submitted, although somewhat 
above the average. They are written with the enthusiasm, the hopes, 
and the dreams of youth, with its entire future before it. They have a 
spark and fire which augur well for the “tomorrow” of a great profes- 
sion. 

The papers are reproduced here exactly as they were written in the 
hope that they will be as inspiring to you as they were to one whose 
future is mostly behind him. 


WHAT DOES THE FUTURE HAVE TO OFFER A PERSON 
STARTING OFF IN INTERNAL AUDITING? 


In view of my limited business experience, many of the views and 
comments expressed in this paper refer to my knowledge of the oil 
industry. However, I feel that many of the same oportunities present in 
the oil industry are also present in many other American industries. 


Internal auditing offers the newcomer an opportunity to get a well 
rounded insight into all phases of the business. The young auditor has 
the opportunity to observe and work at all phases of the business in 
addition to doing detailed audits which permit him to become familiar 
with all of the operations of the business. In a petroleum firm he would 
become familiar with the following: 

a. Producing 

b. Pipe line transportation 

c. Manufacturing operations 

d. Marine transportation 

e. General operations 

(1) Corporate accounts 
(2) Treasurer functions 
(3) Taxes 
(4) Credit 

With regard to remuneration, the internal auditor is generally 
better paid than the general run of accounting positions. Also, if the 
internal auditor wishes to transfer to another position he has the oppor 
tunity to command a higher salary because of his diversified experience. 

The work and experience of the internal auditor can eventually 
lead to the position of General Auditor, Comptroller, or Treasurer or to 
some other position of high caliber within the organization. 
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With regard to one particular oil company, the present President, 
Executive Vice President, Vice President in charge of Marketing and 
several of the Directors were at one time on the internal audit staff 
of the company. 


As can be seen, the job of the internal auditor gives the person the 
varied experience that becomes invaluable to top management. It is 
because of the diversified work that the internal auditor does that he 
has the opportunity for advancement that is not present in most other 
types of jobs in business today. 


However, we must realize that the job of internal auditor is not just 
a bed of roses. The position requires a good deal of hard work, investiga- 
tion of boring details, long hours, periods of time away from home, a 
good foundation in accounting and related business activities, a pleasant 
personality and a willingness to work and learn. The auditor’s work 
does not necessarily end when he leaves the office. At home he quite 
often has work to do on the audit and he is constantly reading and 
studying accounting publications and tax law in order to stay at the 
top of his business. 


If a young man is willing to work hard, however, the internal 
auditing field offers him a wonderful starting point and the springboard 
to future success. 


WHAT THE FUTURE HAS TO OFFER AN INDIVIDUAL 
WHO STARTS A BUSINESS CAREER IN 
INTERNAL AUDITING 


An individual who becomes an internal auditor is selected because 
of his qualifications for the job. These qualifications should include a 
thorough financial and accounting training in his academic education 
and probably some practical experience either in public or private 
accounting, or in both. With this background, he is probably aiming his 
sights on a future executive position of a financial nature such as head 
of the internal audit staff, controller or treasurer. 


An individual who has a responsible executive position in an or- 
ganization should be thoroughly familiar with all its methods of opera- 
tion, policies, practices and problems. Since the internal auditor in per- 
forming his services for management does become thoroughly familiar 
with the fundamentals of the organization, he actually is being trained 
for an executive position while doing the job. Of course there is more 
to becoming a competent executive than knowing the business thorough 
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ly, but this is a very important step in the right direction to a successful 
future. 


The internal auditor in his reports to management in the home 
office and in his contacts with various field operations where he meets 
management personnel in all parts of the organization, is given the 
opportunity to show the responsible people in the organization the quali 
ties that he possesses. The good impressions that he makes provide 
another step towards his goal in the future. 


The internal auditor is management's representative in the field 
and is able to give employees in the branch or outlying offices an inter- 
pretation of plans, policies and procedures and a closer understanding 
of management’s viewpoint. In doing this he begins to think in mana 
gerial terms which is another step in being able to eventually fit into 
an executive position. 


So the future does look pretty bright for the individual who starts 
a business career in internal auditing, because while doing his job he 
gets the training for an executive position, the opportunities and a 
management viewpoint, which seem to be the perfect requisites. 


However, we can’t all be generals and all internal auditors will not 
be top executives, or even minor supervisors. Some individuals while 
possessing the experience and technical ability never seem to attain the 
ability to handle people, which is an extremely important part of any 
executive’s job. Others lack the confidence and acuteness to make im 
portant decisions which are expected of people in management positions. 
Still others do not possess and exercise business sense which means 
sound perception and reasoning as to a particular business transaction 
or the general conduct of a business. This is sometimes intuitive but 
can often be developed. 


There is always the personality factor involved in being successful, 
the ability to make people like you which is also a factor in being able 
to handle people under you. Without this ability, an internal auditor 
may never be presented with an opportunity to show his worth in a 
more responsible position. 


Even if the internal auditor possesses all of the qualities mentioned 
above, he still should be cognizant of the fact that there is plenty of 
competition for the good positions in any organization and his fellow 
staff members are probably all aiming their sights high 


In weighing all of the factors involved as to what the future has 
to offer an individual who starts a business career in internal auditing, 
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I would say that not many financial positions offer the training and 
opportunities as does internal auditing. The experience an individual 
receives will be very valuable for a good position, if not in his present 


organization then in some other company. 


In a large corporation there are probably more advancements to 


the upper bracket position (not including technical positions) from the 
auditing department than from any other one department. 


4. 





INTERNAL AUDITING CHECK LIST (Cont'd.) 


Cash receipts. 


4.1 


4.3 


4.4 





Ascertain that all receipts are recorded promptly wherever 

they are received. 

Determine whether incoming mail is opened by responsible 

employees who have no connection with depositing or disburs- 

ing cash or with accounting organization’s records. 

Determine whether lists or tapes of remittances are prepared 

by persons opening the mail and classified as to currency, 

checks, discounts taken, etc. 

Determine whether all receipts are deposited promptly. 

4.41 Ascertain whether any expenditures are made from in- 
coming receipts and, if so, whether proper controls have 
been established; also, whether the procedure is proper. 


Observe the opening of the mail to ascertain whether checks 
are inspected to see that they are signed, dated properly, payee 
is the company, and that the written amount agrees with the 
figure amount. 


Ascertain whether all receipts are listed on deposit slips and 
whether procedure calls for a duplicate to be returned stamped 
or initialed by the bank. 

Determine whether duplicate slip is returned to someone other 
than the person preparing the deposit. 

Ascertain whether a check is made by an independent person 
of the items listed on the duplicate deposit slip to the items 


recorded in the cash book or on the check list. 


Determine whether the deposit is taken to the bank by some- 
one other than the person preparing it. 








4.10 


4.11 


4.12 


4.16 
4.17 
4.18 
4.19 
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Determine whether the person preparing the deposit has access 
to customers’ receivable accounts, customers’ invoices, and cus- 
tomers’ statements. 

Ascertain whether the procedure in respect to the approvals 
for discounts allowed customers and taken by them is proper. 
Investigate the procedure in respect to collections made by 
branch offices. Are such collections deposited locally in a bank 
account subject only to home office withdrawal? 

Check to see whether any item deposited, or collection item 
subsequently charged back by the bank (because of insufficient 
funds, etc.), is delivered directly to someone other than the 
person preparing the deposit. 

Determine whether bank balances are verified occasionally by 
direct confirmation by the bank. 

Determine whether proper intervals exist for cash in transit 
and that there is no unreasonable lapse of time from date of 
receipt to date of deposit. 

Investigate burglary and hold-up insurance. 

Investigate bonding of employees who handle cash. 
Ascertain whether proper rotation is made of such employees. 
Ascertain whether tellers and others handling cash are re- 
quired to take their vacations and whether such vacations are 
for consecutive days. 


5. Miscellaneous checks. 


5.1 


Qn 
to 





Ascertain that there are proper controls over receipt of irregu 
lar payments such as payments for scrap, royalties, capital 
items, stocks, other investments of the company. 
Ascertain whether the accounting organization is provided with 
an independently controlled record of daily receipts collected 
from company restaurants, sales to employees, etc. 
Ascertain whether cash sales are controiled properly. 
5.31 Observe and check tie procedure from: 

a. Standpoint of cashier. 

b. Standpoint of person responsible for stock. 

c. Standpoint of publicity, such as visible saies register, 

cash register, or other protective devices. 

Check sales from cash sales record for a period and trace all 
items to cash receipts records. 
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6. Fraud possibilities and prevention. 


Fraup PossiBiLitiEes PREVENTION 
(Through failure to record, un- 
der-record, fictitious entries, 
etc.) 


6.1 Cash sales. Cash register receipt to customer. 


Sales recorded on pre-numbered 
sales register slips, original copy 
to customer. 


Central Cashiering. 

Daily cash register readings by in- 
dependent persons. 

Independent approval of returns 
for refund. 

Rigid policy of requiring original 
receipt for merchandise returned 
for refund. 


Shopping services or spotters. 
Departmental gross profit control. 
Perpetual stock records. 


6.2 Sales of scrap, etc. Create accountability at point of 
origin through quantity records. 


Establish receivable at time of sale 
if value is determinable. 


Ascertain that scrap volume bears 
reasonable relationship to opera 
tional activity. 

6.3 Bad debt recoveries. Transfer responsibility for ac- 
counts charged off to someone not 
engaged in keeping cash and re- 
ceivable records. 


Independent listing of receipts at 
mail opening. 


Regular follow-up or confirmation 
of amounts due. 





Fraup PossiBILities 


6.3 Bad debt recoveries. (Cont'd) 


6.4 Sales of equipment. 


6.5 Amounts received from 
suppliers on purchase re 
turns or allowances. 


6.6 Income from investments, 
notes, insurance claims. 


et 


6.7 Exchange checks 


6.8 Abstraction of remit 


tances from customers. 
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PREVENTION 


Charge off accounts only when all 
collection possibilities have been 
exhausted, subject to approval by 


responsible executive. 


Adequate records of plant and 
equipment. Memoranda to ac- 
counting department for all equip 


ment removed. 


Establish receivable at time of sale 


of equipment. 


Periodic physical inventories of 
equipment. 


Establish appropriate accounting 
records as merchandise is received 
and as allowances are agreed on 
and ascertain that subsequent col 


lection or credits are effected 


Segregation of shipping, billing 


and cashier functions 


Establish appropriate accounting 
record for all income when due 
and ascertain that subsequent col 
lection is effected 


Independent listing of receipts at 


mail opening. 


Independent records of income re 
ceivable and reconciliation with 


recorded receipts. 
Control of checks and petty cash 


Separation of cashier, billing and 
receivable functions 


Independent listing of receipts at 


mail opening. 


Independent comparison of ledges 


balances with monthly statements 



























7. 


Fraup PosstsBiLiries 


6.8 Abstraction of remit- 
tances from customers. 


7.1 


™“ 
to 


™~N 
Ww 


™s 
aN 
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(Cont'd) 


Fraud concealment. 


Fraup CONCEALMENT 


Underfooting or overfoot- 


ing cash book columns. 


Manipulation of general 


ledger balances. 


Overstating discounts. 


Fictitious or overstated al- 


lowances (freight, adver- 


tising, volume discounts, 


etc. ) 


Merchandise returns. 


Recording proper collec- 


tion, but debiting amount 


received 


to 


other than cash. 


an 


account 
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PREVENTION 


Independent mailing of monthly 
statements. 


Independent reconciliation of led- 
ger balances with controls. 


Independent confirmation of bal- 
ances due. 


PREVENTION 


Independent verification of cash 
book footings at time of bank re- 
conciliation. 


Independent reconciliation of re- 
corded receipts and disbursements 
with bank credits and charges. 


Independent general ledger book- 
keeping function. 


Independent discount approval. 


Periodic independent scanning of 
discount column in cash receipts 
record. 


Independent authorization of all 
allowances. 


Independent review of recorded 
allowances. 

Independent approval of credit 
memoranda. 

Segregation of receiving, credit 
memoranda and cashier functions. 
Require receiving reports on mer- 
chandise returned by customers. 


Independent review of non-cash 
debits in cash receipts book. 


Fraup CONCEALMENT 


7.7 


7.8 


7.10 


Writing-off good or ficti- 
tious accounts. 


Lapping (Abstraction of 
from 
concealed 


current collections 
one customer, 
by misapplying subse- 
quent receipts from oth- 
ers). 


Kiting (deposit in one 
bank account of a check 
drawn on another account 
but not recorded as a dis- 
bursement). 


Failure to record in whole 
or part, legitimate charge 
with 


sales subsequent 


misappropriation of all or 


part of remittances there- 
from. 
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PREVENTION 
Segregation of cash and accounts 
receivable functions. 

Require approval of treasurer only 
after referral to attorney or credit 
department. 

Transfer of responsibility of con- 
trol for accounts charged off to 
other than regular bookkeeper. 
Regular follow-up or confirmation 
of amounts due. 


Independent listing of receipts at 
mail opening. 

Independent supervision of mail- 
ing of statements. 

Segregation of cash and accounts 
receivable functions. 

Rigid policy of depositing receipts 
intact daily. 

Periodic confirmation of amounts 
due from customers. 
At time of bank 


compare deposit details with de- 


reconciliation, 


tails of cash records. 


Control of disbursements. 
Simultaneous reconciliation of all 
bank accounts. 

Independent reconciliation of re- 
corded receipts and disbursements 
with bank credits and charges. 
Surprise reconciliations of bank 
accounts at unannounced dates. 


Segregation of billing, receivable 
and cash duties. 

Independent confirmations of re 
ceivable balances. 

Independent comparison of depos- 
it detail with details of cash rec 
ords. 






































ARTICLES OF INTEREST 
TO INTERNAL AUDITORS 


BRUNO VOLLPRECHT, Assistant Editor, directs 
attention to the following Articles of interest 


Subject: The Influence of Reports on Top Management Decisions 


By: CHRISTIAN E. JARCHOW, Vice President, Comptroller and a mem- 
ber of the Board of Directors of the International Harvester Company 


Published in The Controller, May, 1951 


In a paper delivered before the Toronto Control of the Controllers 
Institute, Mr. Christian E. Jarchow, who has had considerable ex- 
perience in business administration, is concerned with all phases of 
reporting. While he discusses many types and kinds of reports, he is 
mainly interested in the special purpose report which is most illus- 
trative of the managerial type of report. He defines the areas of 
managerial decision where factual information is most likely 
needed, and he gives examples of those reports and how they were 
used to support managerial decisions. 


At the outset, the author states the basic rules with comments, com 
mon to the preparation and submission of all reports. These rules 
are enumerated as follows: 

1. Reports should be furnished promptly; 

2. It is not always necessary that accounting reports be 100% 
accurate, particularly if this unduly delays the submission 
of the report; 

3. Reports should be stated in as simple terms as possible; 

4. Reports should be basically prophetic in nature, rather than 

merely historic; 

In reporting the results of special investigations the con- 

clusions will inevitably be limited by the assumptions made; 

6. It is, of course, important that reports be comprehensive 
and complete; 

7. In all of our reporting we should strive to be as objective 
as possibile; 

8. Reports of themselves do not correct inefficiencies or abuses. 


nn 


Continuing his discussion, Mr. Jarchow describes some of the prob 
lems and questions calling for managerial decisions in the fields of 
finance, production, engineering, distribution and industrial rela 
tions. He gives consideration to the various types of problems, the 
kind of information needed to clarify the situation, and. finally. 
how and what management has to decide. 


His first example of a managerial type of report is the internal audi- 
tor’s report. Because of the investigative duty of the internal auditor. 
the results of his observations and study are influential in changes of 
managerial policy and company procedures. As a concrete illustra- 
tion Mr. Jarchow describes a case study made in his own company 
by the internal auditor and on the basis of which management polli- 
cy was changed with respect to a particular department’s operations. 
To further illustrate the managerial type of report, the author gives 
consideration to another kind of special purpose reports: reports 
which have guided the actions of his company’s management com- 
mittee on plant expansion. Mr. Jarchow presents in detail just what 
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was included in the comptroller’s report concerning a new plant. 


In like manner 


he shows how—on the basis of reports—management 


decided to expand an established plant. 


Lastly, Mr. Jarchow deals with those reports covering forecasting 
results of operations based on sales estimates and budgets. He dis 
cusses the practice in his own company of having calculations made 
in advance in order to provide a basis for managerial decisions along 


these particula 


r lines. 


In this comprehensive paper, Mr. Jarchow has discussed fully the 
subject of reports. He has stressed the managerial type of reports 
and audit reports: all of which influence top management decisions 
Since the audit report is a good example of the special purpose re 
port, Mr. Jarchow’s article should be of special interest to all mem 
bers of the accounting and auditing professions. 


What Shall 


Be Considered Cost and Profits Under Government Pro- 


curement Contracts? 


MAURICE E. PELOUBET, C.P.A., Partner: Pogson, Peloubet & Co. 





ished in The Journal of Accountancy, July, 1951 


In an article based on a paper written recently for the Fifth Annual 


Tax Institute, 
contends that 


State College, Pennsylvania, Mr. Maurice Peloubet 
at the present time government contract cost prin 


ciples need to be reconsidered in the light of experience and exped 
iency. There is even a greater need for a detailed statement of cost 
principles offering the contractor some guidance as to proper costs. 


At the outset, 


the author points up the fact that a definitive state 


ment would go a long way towards clearing up some of the uncer 
tainty which has arisen and eliminating some of the controversial 
items. During World War II there was available what was common 
ly known as the Green Book, an explanation of principles for de 
termination of costs under government contracts. Currently avail 


able is Section 


XV of the Procurement Regulations, which purports 


to do the same. 


Continuing his discussion, Mr. Peloubet stresses the fact that gov 


ernment conce 
not the same 


»pts of cost and the business or commercial view are 
This factor alone has often caused a good deal of con 


troversy between the employees of a contracting company and the 
contracting officer. Mr. Peloubet proceeds to analyze the differences 


in viewpoints, 


especially concerning those of the “unallowable cost” 


with reference to such items as donations and advertising. He also 
extends the two contrasting views to the different types of govern 
ment contracts, pointing out again some of the inconsistencies and 
conflicts engendered. 


Lastly, the author is concerned with determination of income, or 
profit, from government contracts. It is a problem that is often not 


without its soc 


ial and economic implications. However, Mr. Pelou 


bet views critically any emotional approach to the problem, and 
emphasizes that the determination of a fair and proper cost should 
be left to qualified persons. 


In this thought-provoking article Mr. Peloubet discusses some of the 
considerations which enter into the determination of costs and profits 
under government contracts. While he is primarily concerned with 
the need for a definitive and final statement of cost principles, he 


also presents his views on what these cost principles should be. 
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Milestones on the Path of Accounting 


PERCIVAL F. BRUNDAGE, Senior Partner, Price, Waterhouse and 


Company, New York 
Published in the Harvard Business Review, July, 195] 


The editor’s note states that Mr. Brundage’s article is an outgrowth 
of the first of the author’s Dickinson’s Lectures (1951) before the 
Harvard Graduate School of Business Administration. A second will 
be published in the September issue of the same magazine. 


At the outset the author draws an interesting parallel between the 
profession of law and the profession of accounting: each is similar 
to the other both in its emphasis on the logical method and in its 
evolution to meet the changing needs of the time. Mr. Brundage 
proceeds to stress the changing aspects of accounting during the 
last fifty years. He describes the impact of significant events mainly 
of economic importance since the beginning of the century upon the 
development of accounting as we know it today. 


In laying out the path of accounting, the author is guided by busi- 
ness developments of particular importance: he calls them mile- 
stones along the way. Each development changed in some form or 
fashion an accounting concept or the accounting treatment of a 
business transaction or, even more important, caused a shift in em- 
phasis on different aspects of accounting. These events, or mile- 
stones, are enumerated as follows: 

1. The consolidations and mergers of the early years of the cen- 

tury with their effect on accounting; 


to 


The beginning of government regulation of accounting in 


1907; 


3. The growth of accounting with high taxation during World 
War I. and the beginning of the shift of emphasis from 
the balance sheet to the income statement; 


4. Adoption by the New York Stock Exchange of standards of 
accounting disclosure in 1932, further developed by the 
Securities Acts; 


vr 


Emphasis on accounting during World War II in research 
bulletins, in price fixing, and in cost inspection, repricing, 
and renegotiation; 


6. Postwar developments in accounting, particularly those due 
to inflation and enhancement of the position of organized 
labor and the farmer. 


Lastly, the author cites the growth of the accounting profession and 
the expansion in the uses of accounting. In the ever-increasing uses 
of accounting there are some basic accounting principles that have 
not changed. Among these are mathematical accuracy, integrity 
and fairness of presentation. Aside from these principles. there re 
main the fundamental accounting concepts of “continuity of opera- 
tions” or the “going-concern theory”, the monetary concept that the 
recorded dollar cost continues to represent actual cost; and, lastly, as 
suggested by Mr. George O. May, the “realization” concept which 
attempts to fix realization of gain from manufacture and sale. 


In this comprehensive paper Mr. Brundage has presented a histor- 
ical review of accounting. He has pointed up the reactions of signifi- 
cant events upon accounting procedures and how accounting has 
followed rather than anticipated developments in business. In so do- 
ing he offers a stimulating paper of interest to all members of the 
accounting and auditing professions. 
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Managerial Emphasis in Elementary Accounting 
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FREDERICK E. HORN, Associate in Accounting, Columbia University 


Published in the Accounting Review, July, 1951 


In this article Mr. Horn describes the aims, objectives, and subject- 
matter of a course in administrative accounting. The course present 
ly being developed at Columbia University emphasizes the mana 
gerial approach to accounting as contrasted with the balance sheet 
approach.. 


At the outset the author quotes the definition of accounting formu 
lated by the American Institute of Accountants in their Accounting 
Research Bulletin No. 9, May, 1941. From this definition he singles 
out the words “and interpreting the results thereof” as relating to an 
important phase of accounting which educational authorities have 
often passed over in teaching accounting at the elementary level. 
Too much emphasis in the schools has been given, the author con 
tends, to the mechanics of the double entry system, with the result 
that the student regards accounting as an end itself rather than a 
means to an end. The author believes that the teaching of account 
ing should embrace a much broader view, one which holds that 
accounting is more than a bookkeeping device and that accounting 
is a presentation of useful information 


In continuing his discussion Mr. Horn outlines a course in account 
ing which emphasizes the managerial approach and stresses the uses 
to which accounting can be put by management. In this course a 
student is taught not only accounting techniques and procedures, 
but also how accounting becames an effective tool of management, 
employed in the making of management decisions and policies and 
in the controlling of operations. Accounting analysis, reporting 
and interpretation, is also taught. 


In regard to source material, Mr. Horn recommends the use of text 
books available plus the wider use, in the class room, of corporate 
reports. Instead of using the customary problem and practice sets. 
short problems requiring complete solutions and application of 
principles involved would be more suitable. Visual aids would sup 
plement the teaching program. 


While the author presents only an outline of a course in adminis 
trative accounting there is included a decided shift in emphasis 
from the balance sheet approach to the managerial approach. The 
students completing such a course will be much better equipped 
when they enter the business world. 


Special Techniques Needed in the Audit of Large Business 
Enterprises 


PAUL GRADY, C.P.A., Partner: Price, Waterhouse and Company 


Published in The Journal of Accountancy, May, 1951 


In this interesting discussion of the audit of a large business, Mr 
Grady, in the light of his experience, states what the broad objec- 
tives of such an audit should be and suggests the placing of greater 
emphasis on certain aspects of the audit examination. In addition to 
describing the work of the public accountant the author discusses 
the role of the internal auditor, especially in relation to the review 
ing and the improving of a company’s system of internal control. 


The objective of the public accountant in the audit of a large busi 
ness, the author states, is to plan, organize, and perform the work in 
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Subject: 


The Internal Auditor 


accordance with generally accepted auditing standards. In carrying 
out such an audit, the author cautions, the auditor should avoid be- 
coming too preoccupied with clerical work. The auditor should spend 
more time studying the business: he should place greater emphasis 
on the evaluation of its internal control system, more so than he 
would in an audit of a small business. Mr. Grady recommends also 
that the auditor should become better acquainted with the top man- 
agement of the business, that he should have some knowledge of the 
organizational set-up and, finally, that he should study the com- 
pany’s methods and procedures. The author feels strongly that such 
an approach goes a long way towards a better understanding and 
appreciation of the results accomplished. 


In this article, Mr. Grady has offered his views on the audii pro- 
cedures of a large scale business enterprise. The result is a stimulat- 
ing and provocative paper. It should be of interest to all members of 
the accounting and auditing professions. 


Note: Especially interesting to internal auditors are Mr. Grady’s 
opinions regarding the scope of the internal auditor’s activities. In 
the “Letters to the Editor” section of the July issue of the “Journal 
of Accountancy”, Mr. V. Z. Brink, President of the Institute, replies 
to the Grady article, occasioning further comments by Mr. Grady. 


Is Own Product Research a Current Fixed Expense? 
DAVID S. MOFFITT, Accounting Staff, Connecticut Hard 
Company, New Haven, Connecticut 

Published in the N.A.C.A. Bulletin, June, 1951, Section | 


In this paper of current interest to all accountants and auditors, 
Mr. Moffitt discusses succinctly the accounting treatment of those 
costs incurred in a company’s research and development program. 
He reviews the methods currently in use and points up the fact that 
there is no general agreement either as to method or to accounting 
principles involved. 


At the outset the author states that research and development costs 
can be regarded either as current charges or as deferred charges. 
Ultimately. in either case, such costs, the author continues, will 
be charged to: 

1. A customer’s order 

2. General overhead 

3. Selling expenses 

+. Product overhead 

5. Profit and loss as a separate item. 


It is the author’s contention that research costs, by their very nature, 
are fixed or quasi-fixed charges, and as such can and should be writ- 
ten off currently as a separate item. In arriving at this view, the 
author considers fully the reasons for such costs and the nature of a 
company’s appropriation of funds to provide for a product research 
and development program. To further substantiate his view the 
author states that a company’s long range research policy is more 
accurately reflected when such costs are treated as fixed expenses. 


Moreover, the author would include product research and develop- 
ment expenses—having decided that they were fixed expenses—in 
general overhead as a separate item. As a case in point, Mr. Moffitt 
cites the example of a company which has incurred research ex- 
penses in the development of a new product. He questions whether 
capitalizing such costs over a future period would truly reflect con- 
ditions, and he is of the opinion that by showing these expenses as 
current and fixed a more accurate picture of company operations 
would be gained. 
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Articles of Interest to Internal Auditors 


Internal Control and the Interim Audit 


JOSEPH RECHT, C.P.A., Partner, Joseph Recht & Company 
Published in The New York Certified Public Accountant, July, 1951! 


In this article Mr. Recht, a practising certified public accountant, 
offers his observations on the prevention of fraud through proper 
internal accounting control. He maintains that a sound system of 
internal control acts as a deterrent to an attempt at fraud. 


His list of some of the forms of fraud include the following: 
Omission in accounting for cash receipts 

Fraudulent disbursements 

Theft of securities 

Misappropriation of funds 

Theft of merchandise 


PW to 


Continuing his discussion, the author gives an all-embracing defini 
tion of internal control and enumerates the elements which consti 
tute a sound system of internal control. Moreover, he lists the factors 
that should be borne in mind when reviewing a system of internal 
control and describes in detail some practical methods of testing the 
efficiency of a company’s system of internal control. Lastly, Mr 
Recht cautions auditors that even though a system of internal con 
trol is existent, it must be examined from time to time, depending 
upon how effective and sound the system is. 











REPORT OF RESULTS OF 1950-51 SURVEY 


FOREWORD 


N the following pages are tabulated the initial results of the Sur- 
O vey of Internal Auditing which was based on information obtained 
from our members and from a selected group of companies not pre- 
sently represented in Tue InstiruTe. 


The tabulations cover information received from 25 public utility 
companies, 19 petroleum companies, 21 automotive, aircraft and trans- 
portation equipment manufacturers and 21 companies in the food busi- 
ness. These groups were selected for the initial report because the range 
of companies and the proportionate volume in the total industry were 
such as to give a representative cross-section for reporting purposes. In 
total, the 86 companies in the four industries have 1,074,951 employees 
and 1070 internal auditors who cover 6177 audit locations. 


In examining the results and in comparing them with the ques- 
tions asked in the original Survey there are a number of factors that 
should be remembered. 


1. The question numbers correspond to those shown in the Survey 
forms. Missing numbers represent questions that did not lend 
themselves to summarization. 


to 


The results are a tabulation of reported information. 


3. The results reflect only definite answers. Where questions were 
not applicable or were not answered, there is no entry in the 
final tabulated results. This will explain why the total number 
of answers in some cases is less than the total number of report- 
ing companies. 


Future plans call for tabulation of other industries and further 
reports to our membership. Consideration will be given later to com 
menting upon matters revealed by survey results. 


—Committee on Internal Auditing 
Principles and Practices. 
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Report of Results of 1950-51 Survey 


SURVEY OF INTERNAL AUDITING 
INDUSTRY INFORMATION 


(All figures except the ratios are totals for the various groups.) 





UTILITIES 


Range of employees 


100 to 2001 to 4501 to 

2000 4500 10000 
Companies reporting 6 8 5 
Manufacturing plants 7 30 12 
Distributing warehouses 21 78 47 
Sales offices 1 82 —- 
Other audit locations 150 59 286 
Employees 5699 26392 32433 
Separate accounting units 16 22 107 
Treasury and accounting employees 828 3355 4621 
Internal auditors 21 8+ 69 

Ratio of auditors to: 

Total employees 1 to 271 ito 314 1to 470 
Treasury and accounting employees ito 39 ito #4 tito 67 


PETROLEUM 


Range of employees 


500 to 3501 to 10001 to 
3500 10000 25000 
Companies reporting 6 5 5 
Manufacturing plants 6 22 35 
Distributing warehouses 160 396 105 
Sales offices 17 234 22 
Other audit locations 61 820 100 
Employees 9325 38000 96000 
Separate accounting units 34 70 121 
Treasury and accounting employees 1556 409+ 5200 
Internal Auditors 43 92 153 
Ratio of auditors to: 
Total employees 1to 217 1to 413 1to 627 
Treasury and accounting employees ito 36 ito % 1 to 35 
ITIVE-A CRAFT 


AUTOM 
R 


OTI 
TRANSPORTATION 


IR 
EQUIPMENT 


Range of employees 


1000 to 3801 to 8001 to 20001 to 
3800 8000 20000 40000 
Companies reporting 5 6 5 4 
Manufacturing plants 7 26 22 29 
Distributing warehouses 24 1 18 
Sales offices 2 5 3 4 
Other audit locations 50 2 4 
Employees 13300 35400 63500 110000 
Separate accounting units 55 21 18 55 
Treasury and accounting employees 520 1295 2334 960 
Internal auditors 25 37 46 40 
Ratio of auditors to: 
Total employees 1 to 532 «61 t0 957) —s 1 ~ to 1380 = 1 to 2391 
Treasury and accounting employees ito 20 ito 35 1to 45! ito 21 
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2(a) 


Companies eporting 
Manufacturing plants 
Distributing warehouses 
Sales offices 

Other audit locations 


Employees 
Separate accounting units 
Treasury and accounting employees 
Internal auditors 
Ratio of auditors to: 
Total employees 
Treasury and accounting employees 


A. FUNCTIONS AND AUTHORITY 


1(a) Activities or major functions audited 


Accounting 

Treasury 

Purchasing 

Sales 

Cost plus construction contracts 
Production planning and control 


1(c) Is the internal auditor authorized to 


examine all records, correspondence 
or other data and to enter any offices 
or property of the company? 


Responsibility of the internal audit 
department for performing: _ 
Monthly bank reconciliations 


Physical inventories 

Verification of notes and accounts 
receivable 

Security count 


Fixed asset inventories 


Audit of invoices before payment 








It 
FOODS 
Range of employees 
500 to 1001 to 3001 to 7001 to over 
1000 3000 7000 20000 
2 6 6 + 3 
10 55 141 194 93 
3 5 217 +O 47 
3 24 42 220 _ 
10 71 571 118 234 
1200 14500 38000 52000 120000 
2 92 172 178 268 
+H) 932 1950 4000 2460 
2 15 38 58 82 
1 to 600 1 to 967 1 to 1000 to 897 1 to 1463 
ito 20 ito 62 ito 51 ito 69 1to 30 
(25) (19) (21) (21) 
Util- Petro- Aluto- 
ities leum motive Foods 
25 19 21 21 
25 18 19 18 
12 6 11 11 
11 9g 12 11 3 
5 -- 2 — 
— 7 + 2 
; 
Yes 21 16 16 15 
No 4 3 5 6 
5 
Solely responsible 10 13 9 8 
Not responsible 2 — + 3 
Test or observation 13 6 8 10 
Solely responsible 7 2 5 2 
Not responsible 1 — 3 4 
Test or observation 17 17 13 15 
Solely responsible 6 1 5 4 
Not responsible 1 — + 7 
Test or observation 17 8 12 10 
6 
Solely responsible 3 i) 3 3 
Not responsible + 3 7 6 
Test or observation 15 7 9 i) 
Solely responsible 1 1 4 1 
Not responsible 8 2 4 6 
Test or observation 15 i6 12 13 
Solely responsible 5 4 2 
Not responsible 12 11 11 
Test or observation 5 3 6 
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INDUSTRY INFORMATION—{Cont'd) 


3(a) Does the internal auditor review or 


criticize: (25) (19) (21) (21) 
, : Util- Petro- Auto 
é“ t e- “ » 
Contractual ponpenmis peter 00 os ities leum motive Foods 
) cution— 

3 Through special assignment re- Yes 8 9 it 6 
93 port memo No 7 8 5 8 
47 Through pre-release review Yes 6 5 2 : 
oad No 6 9 6 9 
34 a 

Policies— 
100 Through formal post-audits Yes 16 16 9 11 
168 No 2 3 2 4 
60 Th ial assi Yes 8 ' 11 10 
rough special assignment es j 0 

82 No 5 8 1 5 
163 Through pre-release review Yes 3 3 3 6 
30 No 5 10 + 6 

Procedures— 
Through formal post-audits Yes 17 14 12 13 
1) No - 2 1 1 
- Through special assignment Yes 10 7 7 13 
ods T ) 
No 3 8 2 
} Through pre-release review Yes 14 10 11 13 
: No 5 i 2 
1 3(c) Restricted for (a) above to the Ac- Yes 5 5 8 10 
— counting and Treasury Departments No 18 13 10 10 
9 
4(a) Where a separate systems and pro- Yes 10 10 9 10 
5 cedures organization exists, does the No 7 6 7 3 
6 internal auditor examine, comment 
upon and approve all newly devel- 
oped or revised systems prior to 
adoption? 
5 Where no separate systems and pro- 
~ cedures organization exists, is the in- 
3 ternal auditor primarily responsible 
0 for developing and installing new ac- 
counting and related systems and pro- 
2 cedures? 
3 Responsible for developing Yes 6 1 6 9 
No 4 6 4 4 
4 Responsible for installing Yes 3 0 5 7 

7 No 6 7 5 + 
10 . 

6 Is the internal auditing department 

3 responsible for auditing: 

6 Budgets and forecasts Yes 6 4 5 4 
9 No 16 15 13 13 
1 Federal income tax returns Yes i 6 4 3 
6 No 16 12 13 16 
13 Other tax returns Yes 5 s ~ 
5 No 16 10 11 11 
5 Insurance Yes 14 +1 8 9 
8 Y 10 
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INDUSTRY INFORMATION—{Cont'd) 


Construction contracts 
Contracts with suppliers 
Government contracts 
Other major contracts 


7 Is the internal auditor required or in 
vited to report on personnel as to the 
adequacy of performance of their as- 
signed jobs? 
Required on— 
Accounting and treasury 


Other 


Invited on— 
Accounting and treasury 


Other 


8 If a fraud or any other dishonest act 
is uncovered by anyone, what part 
does the internal auditor play? 


B. ORGANIZATION 


13 In deciding upon the number of aud- 
iting employees required, do you re- 
late the number of auditors ‘o total 
personnel? 


16 Indicate the company policy for sel 
ecting internal auditors. 

From company accounting person 
nel 
From various colleges or trainees 
From field of public accounting 
From those having corporate 
accounting experience 

17 Is there a general company policy— 
To interchange personnel between 


the internal audit department and 
other departments? 


To interchange personnel between 
departments? 


As to a fixed or limited term of 
duty for internal auditors? 


Yes 
No 


Yes 
No 
Yes 
No 


Yes 
No 


Yes 
No 
Yes 


No 


Yes 
No 
Yes 
No 
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All companies reported that they investi- 
gated the nature and the extent of the 
fraud and made recommendations for 
possible improvements of internal control 
as a deterrent to future fraud. 
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18(b) 


19 


21 (a) 


What specialized background applies 
to the selection of internal auditors? 


In addition to general company in- 
doctrination, do you have a special- 
ized formal training program for 
members of the internal auditing 
staff? 

School 


Scheduled tour of duty 


Others reported— 


Is the internal auditing department 
recognized and used as a training 
ground for managerial or supervisory 
positions? 


What is the title of the individual to 
whom the chief internal auditor re- 
ports 

Controller 

Vice-President finance 

Various other officers 


C. RELATIONSHIPS WITH PUBLIC 
ACCOUNTANTS 


26 


Does your company’s public account- 
ing firm take an active role in devel- 
oping the internal audit program? 


Is a joint audit program worked out 
with the public accountant? 


If your company has a number of 
subsidiaries, branches, or divisions, is 
the audit of these divided between the 
internal auditor and the public ac- 
countant on a rotating or other basis? 


Does your company’s public account- 
ant examine the internal audit reports 
and working papers as a part of his 
routine examination? 


To what extent is your internal audit 
staff concerned with the following in 
connection with the public account- 
ant’s annual examination? 
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(21) (21) 
Auto 
motive Foods 


The majority of companies reporting in 
dicated that their auditors were selected 
because of (1) either their corporate ac- 


counting experience or ( 


their previous 


public accounting experience. 


Yes 
No 
Yes 
No 


On the job training 


0 


21 


8 


10 


2 1 
19 17 
5 14 
9 14 


Rotation of assignments to various types 
of audits 


Outside reading 


Yes 
No 


Yes 
No 


Yes 
No 


Yes 
No 


Yes 
No 


8 
14 
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29 (a) 


29(c) 


30 (a) 


31 


Cash counts— 
Participation 


Test and observation 
None 


Notes and accounts receivable con 
firmation 

Participation 

Test and observation 

None 
Physical inventories 

Participation 

Test and observation 

None 


Security count and confirmation 
Participation 
Test and observation 
None 


Preparation of work sheets and col- 
lection of supporting data— 
Participation 
Test and observation 
None 


Does the public accountant use in- 
ternal audit staff members to work 
directly under his supervision? 
Regularly 
Occasionally 


Not at all 


Does the internal auditor ever borrow 
men from the public accountant to 
assist in inventories, special investi 
gations, etc.? 

Regularly 

Occasionally 

Not at all 


D. AUDITING METHODS AND 
REPORTING 


Where you have more than one phys 
ical location, is it the practice to 
audit each location once a year? 


Is it the practice to audit all loca 
tions? 


Where there is only one location or 
where there are auditors resident at 
locations, is it the practice to audit 
all subjects each year? 


Is your attention as an internal audi 
tor focused mainly on the mainten 
ance of a strong internal control sys 
tem which will prevent or disclose its 
own errors? 


The Internal Auditor 
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INDUSTRY INFORMATION—{Cont'd) 


32(a) Have your auditors been provided 
with a manual? 


32(b) If so, does the manual confine itself 
(1) To basic principles only? 


(2) Does it describe in detailed 
steps the examination to be 
made by the auditors with re 
lation to each subject through 
a questionnaire? 


Or, a combination of (1) and 
(2)? 


33(a) At the conclusion of an audit exam 
ination, do your auditors meet with 
the representatives of the audited or 
ganization to discuss the findings be 
fore issuing the report? 


(a) The auditing 
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Yes 
No 


Yes 
Yes 


Yes 
Yes 
No 


Yes 
No 


organization 


b) The audited organization 


33(b) If so, is it your practice to include in 
the report the expressed reactions of 
the audited organization and some 
indication of the corrective action 
they intend to initiate? 

34 After the release of an audit report. 
is the responsibility for reporting fol 
low-up action placed upon 

36(a) If all reports are not regularly routed 
to president, vice-president, or similar 
executives, are periodic summaries of 
significant audit findings prepared for 
these executives? 

37 Is there any attempt made to ap 
praise the quality of work audited in 
total as to: 

(a) Its relative excellence from one 
one period to another? 

(b) Between locations and divi 
sions? 

38(a) Is it your practice when preparing a 


schedule of auditing activity to adjust 
the amount of auditing time to be 
utilized so as to take into accourt 
results of previous audits on the same 
subject or location? 


38(b) If answer to 38(a) is “yes”. who de 
termines the adjustme nt to be made 
in auditing time? 


38(c) If an adjustment is made in the plan 
ned auditing time, does it involve 
mainly: 


Yes 
No 


Yes 
No 


Yes 
No 
Yes 
No 
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EMPLOYMENT SECTION 


All communications should be addressed to The Secre- 
tary—Tue Institute or INTERNAL AuptTors, Room 5307, 
120 Wall Street, New York 5, N. Y. Reference should be 
made to the Box “E” number. 











AUDITORS 

Large Petroleum Company requires two experienced 
Auditors for its Foreign Travelling Auditing Staff. Age 
to 35, college graduate, five years’ auditing experience 
public or private. Excellent opportunity for men with 
good personalities and executive potential. Replies will 
be kept confidential. Write giving complete details rela- 
tive to experience, etc. Box No. E 159. 


SUBSCRIPTION ORDER 


Tue INTERNAL AuDITOR, 
120 Wall Street, 
Room 53307, 
New York 5, N. Y. 
Please enter my subscription for THe INTERNAL AUDITOR 


year(s) beginning with the issue for the 
quarter, at the rate of $4.00 per year. 


I enclose $ ...in payment thereof. 


(Signed) 
Address 




















Publications of The Institute of Internal Auditors 


Increasing the Usefulness of Internal Auditing 


ADDRESSES Presented ot the 
SIXTH ANNUAL CONFERENCE OF THE INSTITUTE — 1947 


SUMMARY of recent trends showing the broadening scope and usefulness 
A of i phases of the 





internal Auditing. Individual articles cover specific , 
lowing general themes—Recent Developments in internal Auditing, re- 
Apereisal of the Systems of internal Control, and case histories of special 


nagerment Service. Price $2.50 


Internal Auditing in Industry 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS 


presentation of the specialized internal control and internal auditing tech- 
niques applicable to « range of selected industries, such as petroleum, 
insurance, motion pictures, banking, utilities. 
Price $5.00 


Internal Auditing Philosophy and Practice 


Edited by CHARLES J. FUE 
PAPERS PRESENTED During the 1942 - 1943 Season of THE INSTITUTE 


HIS volume comprises six parts: |. Internal Auditing Techniques, ||. Interne! 
T Auditing and Management, Ili. Internal Auditing and Public Accounting 
IV. Internal Auditing end the urities and Exchange Commission, V. internal 
Auditing and Wartime Problems, end Vi. Internal Auditing end the Future. 


Price $2.50 











Managerial Control Through Internal Auditing 


Prepored by the Reseorch Committee of 
THE INSTITUTE OF INTERNAL AUDITORS 


ODERN Interna! Auditing lies in the area of management control. This 
M concise volume has been published to guide business management in 
@ utilization of its internal auditing steff; how, as a tool of manegement, 
modern internal auditing has progressed far beyond the arithmetical verification 
of accounts, records and financial statements; how it hes become e complete 
intra-compeny financial and operational review embracing perfection of the 
system of internal control and reliable assurance of adherence to the standards 


of performance. Price $2.00 





Order any of above publications from your favorite bookseller or directly from 
BROCK and WALLSTON, Publishers, 39 Atlantic St., Stamford, Conn. 





Other Publications on Internal Auditing 


INTERNAL AUDITING—by Victor Z. Brink 
A text and guide book to Internal Auditing 
Ronald Press—15 East 26th Street-—New York 10, N. Y. 


INTERNAL CONTROL STANDARDS AND RELATED 
AUDITING PROCEDURES $5.00 


by WALTER H. KAMP ond JAMES A. CASHIN 


A case history description of an internal control program and coordinated internal 
auditing practices. 


Brock and Wallston-—39 Atlantic Street—Stamfiord, Conn. 


BASIC INTERNAL AUDITING, PRINCIPLES AND TECHNIQUES $2.75 
by JOHN B, THURSTON 


An introductory book describing the importance of modern internal auditing and its 
basic principles and procedures. 
International Textbook Company—Scranton, Pa. 
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